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A superpower 
in turmoil 


The Soviet Union is in the 
throes of a second social 
revolution, the effects of which 
may well be as far-reaching as the 
1917 October Revolution which 
began the Socialist Experiment. 
President Mikhail Gorbachev's 
perestroika is calling into question 
all the basic tenets of Soviet 
society, and the whole foundation 
of post-war international relations. 
Already its effects across the 
world have been dramatic, in 
progress towards global 
disarmament, dismantling the 
Superpower rivalry, bringing 
peace to regional conflicts and 


INSTHISISURV BY: 


POLITICS 
— 

The Communist Party has lost its political 
authority, but does not know how to abandon 
its power 


CONSTITUTION 
— 


If reform succeeds it will be largely because 
a State of iaw is painfully being built 


ECONOMY 
— 


Economic reform in the Soviet Union 
faces just three obstacles: the 
legacy of the past; the chaos of the 
present and the conflict over the future 


FOREIGN AFFAIRS 
oo 


It is common to hear educated Russians 
mock the grotesque and overblown 
pretensions of their country, 
describing it as a ‘Burkina Faso 
with nuclear weapons’ 


FINANCE 
— 


‘We should turn all state property into 
shareholder property and create a stock 


exchange’ 
— i FN 
causing the collapse of communist —.— 
rule throughout eastern Europe. 


‘They should all read Lewis Carroll. This 
economy is like Alice in Wonderland 
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ENERGY 
E 


At home, the Communist Party 
has agreed to give up its 
monopoly of power, but the 
multi-party system to come 
is still clouded by 
uncertainty. And the 
economy is in dire crisis. 

This survey assesses the 
problems and prospects for a aa thet had moro carona eE 
superpower in turmoil. 
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‘Ever since Lenin’s famous dictum that 
communism equalled soviets plus 
electricity, energy has assumed an 
exaggerated role in the economy 
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CINEMA 
= 


Having been given the right to say what 
they want, film makers are finding 


THE FUTURE of the Soviet 
Union is in the balance, teeter- 
ing between revolution and 
disintegration. 

On the outcome hangs the 


fate of President Mikhail Gorb- 
achev, the outstanding world 
leader of the late 20th century, 
and a generation of middle- 
aged revolutionaries who have 
devoted their lives to waking 
their nation from more than 70 
years of a "liturgical dream,’ 
to quote one of his closest 
advi: 


sers. 

Tt is an outcome which will 
also have far-reaching conse- 
quences for the rest of the 
world, deciding whether the 
present climate of disarma- 
ment and co-operation can lead 
to a period of unprecedent 
stability and economic growth, 
or whether Europe will once 
again become a cockpit of 
squabbling nationalities, domi- 
nated by the awful prospect of 
a pauperised superpower with 
a nur nuclear arsenal. 

week, almost five years 
to the day since he succeeded 
as the Soviet Communist Party 
leader, Mr Gorbachev is set to 
become executive president of 
the Soviet Union — with 
sweeping powers virtually 
independent of the party which 
made him. 

From one point of view, the 
move is a logical consequence 
of the process of democratisa- 
tion which the Soviet leader 
embarked on in 1988, when he 
switched his priority from eco- 
nomic to political reform. It 
creates a directly elected presi- 
dency, its powers balanced by 
an elected parliament, and dis- 
tances the once all-powerful 
party from the direct levers of 


power. 

On the other hand, Mr Gorb- 
achev's rush to push through 
drastic constitutional change, 
and create such a powerful 
presidency, can be seen as a 


Mr Gorbachev has lifted the lid of reform and released an explosion of demands. 
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Quentin Peel examines the im act 


Teetering between revolution and disintegration 


ble to save perestroika 
om the twin monsters it has 
spawned: the economic col. 
lapse of the old system, and 
the nationalist unravelling of 
the Soviet empire. 

When he launched peres. 
troika in 1985, even his closest 
advisers admit that he had no 
real inkling of the extent of the 
revolution it implied. 


this system 
any longer, 


of Soviet life, in the economy, 
politics, culture, even in sport. 

‘The question that now has to 
be faced is whether de-Stalini- 
sation does not inevitably 
mean the destruction of the 
communist system, the heri- 
tage of 1917, and starting again 
from scratch. 

Mr Gorbachev is convinced 
that some sort of pragmatic 
Leninism is possible - a 
human socialism, with a multi- 
plicity of economic and prop- 
erty forms (no rigid state 
monopoly), a revival of peasant 
farms (just as his own father 
had one), and above all, the 
recovery of individual initia- 


ive. 

Parallel with that is his con- 
cept of a new Soviet federation 
— which he openly admits has 


never existed in 
beyond the empty 1 USSR 
constitution. “Do yoy by the 
what a federation is?” he now 
of Lithuanians demang Skea 
richt secession. "How 8 out, 
you know? You have sou 
ved in one” ever 
et just as the repul 

supposed to be getting thes ate 
uine autonomy which thesen. 
promised, Mr Gorbachey 
ee an strong centred 
residency. the 

ing? two com- 

s most extra 

achievement to date pd 
to persuade the represe 
of the old regime to gde es 
without the sort of backlash Y? 
bloodshed seen in Roma; 1 
Not only in the rest of a a. 
Europe, but also at home. a 

It was strikingly illustrat 
when the conservative maa 
ity in the ruling Soviet Com. 
munist Party central commit, 
tee voted unanimously in 
February both to abandon 
Article Six of the constitutio 
— entrenching the Part: oA 
effective monopoly of power be 
and agree to an executive $ 
idency beyond the control of 
the Politburo. Speaker after 
conservative speaker had 
denounced the plans as a 
betrayal of all the Party stood 
for. Yet when it came to the 
vote, only Mr Boris Yeltsin, 
that professional rebel, voted 
against — because the plan 
918 on penal enough, 

s as if the old hierarchi 
knew that they were —— 
of ideas, and that their cosy old 
corruption might not be quite 
so brutally exposed if they 
went willingly. 

Then Mr Gorbachev has also 
played a devastating, but high- 
risk, political hand. Unlike his 
predecessor, Mr Nikita Khrush- 
chev, who tried to de-Stalinise 
the system from the top, and 
was overthrown by it, Mr Gor- 


bachev has chosen deliberately 
to stimulate a revolution from 
below. On the eve of that cru- 
cial February plenum, popular 
revolts in the provinces over- 
threw a string of top conserva- 
tive, Party leaders in Volgo- 
eat dig en, Sverdlovsk and 


Now there is a real possibil- 


ity that those mass demonstra- 
tions will continue, demanding 
not just the heads of the lead- 
ers, but of the whole party 
structure. The atmosphere in 
the country is extraordinarily 
tense, and there is a real fear 
of precipitating the sort of 
bloodshed unleashed by 
Ceausescu in Bucharest, Might 
this in turn produce a conser- 
piw coup? 

“The process of perestroika 
has only lasted five years. 1 
cannot say people have 
changed drastically,” a govem- 
ment minister said recently. 
“We frequently used to use the 
word irreversible, Then sud- 
denly we came to understand 
that only some things are irre- 
versible. In human life, maybe 
only death is irreversible.” 

The problem is that when Mr 
Gorbachev lifted the lid of 
reform, he released two forces: 
an explosion of pent-up 
demands, both nationalist and 


risen even faster than supply. 

The raised expectations have 
also affected the whole attitude 
to reform. The latest elections 1 
for republican parliaments saw 
a dangerous amount of apathy 
among voters, faced with a 
bewildering choice between 
candidates they had never 
heard of. The viewers watch 
the Supreme Soviet struggling 
to come to terms with a genu- 
ine parliamentary system, and 
see pay wrangling over proce- 
dure: they want action, goods 
in the shops, not words. There 
is a crisis of confidence in 
perestroika. 

Yet the explosion of ideas is, 
on balance, to Mr Gorbachev's 


economic, and an explosion of 
ideas. 

The first sort of explosion 
has meant that even where 
perestroika has improved the 
situation, expectations have 
grown even faster. There is 
today far more regional auton- 
omy from Moscow already — 
not least because the old lines 


mined any 


his chance. 


of command have broken 
down. Yet nationalists demand 
outright independence, even 
where all logic is against it. 
‘The promise of federalism has 
done nothing to appease them. 

On the economic front, it is 
not true that all production 
has slumped. Production of 
television sets, for example, 
increased by as much as 20 per 
cent. Yet there are none in the 
shops. The answer is twofold: 
the official retail system has 
collapsed, to be replaced by 
alternative distribution routes 
through factories - and the 
black market; and demand has 


A cartoon by i. Smirnov from i 
book of satirical cartoons 
entitled Joking Asid 
(Progress Publishers 

Mo: The book 


advantage. Young people have 
burst out of the ideological 
shackles (removed their “ideo- 
ical spectacles,” as Mr Niko- 
Petrakov, Mr Gorbachev's 
economic adviser, puts it) and 
are embracing new forms of 
economic and political activity 
with a vengeance. This is just 
beginning to make inroads into 
the decades of government pro- 
paganda, and deep-seated peas- 
ant suspicion, that have under- 
effort at 
entrepreneurial spirit. 

The result is fairly anarchic, 
or for the potential foreign 
investor looking for a joint 
venture, something like com- 
ing to the Wild West. But if 
that energy explosion can be 
harnessed into a new system, 
it provides Mr Gorbachev with 


Whether he succeeds in the 
end or not, Mr Gorbachev's 
survival so far is remarkable: 
he has shown an ability to 
adapt to changing political cir- 
cumstances, to outmanoeuvre 


a conservative majority in all 
the leading institutions of the 
state and party. He has cer. 
tainly benefited from the fact 
that a great creaking empire 
can suffer revolts at its fringes, 
and still not fall apart. 

And one human achieve- 
ment must not go unrecorded: 
Mr Gorbachev has reduced 
not yet entirely abolished — 
the fear which used to perme- 
ate the system. Glasnost means 
that ordinary people worry far 
less about speaking their 
minds. 

“Fear is genetically to be 
found in our people,” says Mr 
Vyacheslav Shostakovsky, Rec- 
tor of the Moscow Higher Party 
School, and a leader of the 
social democratic reformers 
within the Communist Party, 
“Many people said when peres- 
troika began that its purpose 
was simply to identify the dis- 
sidents and bring them to the 
wall. Now at last the people’ 
mood is beginning to chani 

Even if Mr Gorbachev does 
not survive the course — the 
nine years’ more as president 
he can constitutionally expect 
— if he abolishes the fear in 
the system, it will have been 
an extraordinary achievement. 


KEY ECONOMIC STATISTICS 


1989 1988 1980 
GNP total (Sbn 1968) 2,144.6 2,154.8 1852.6 
By sector of origin 

Industry . 744.5 757.6 642.4 
Agriculture 3 415.6 413.5 364.8 
Other productive sectors 557.8 559.6 456.7 
Non-productive sectors 4267 424.1 388.7 
Percentage growth: 1989 1988 1980/89 
GNP total -0.5 
8y sector of origin 8 ae 
Industry ... -1.7 + 
Agriculture +05 Ho tM 
Productive -0.3 +27 +23 
Non-productive sectors +06 +02 +0.9 
Balance of payments In convertible currencies ($bn) 1989 1988 1980 
Merchandise Exports Not 2.00 
Merchandise imports. available 38.9 2 
Balance 42 3.4 
Invisibles 04 08 
Current Account +38 +28 
imports and exports by direction 7255 aad 

imports world Not 107.9 

EC-Eatt available 57.84 
-West 
Other ..... 183 
id 

5 Not 110.51 
88 available 54.12 
0 for 1989 27.41 

28.97 


Source: Plan Econ; UN 
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POLITICS 
Quentin Peel reports on the rise of the Parliament SYStem spelt out most clearly the con- 
2 Se 


CONTENTS 


cerns about establishing a pow- 
erful presidency for Mr Gorba. 
chev — before the Supreme 


Thriller for armchair yieWers cy mot 


s The Soviet leader himself 
AS IF glasnost were not actors, and proportionally ing to trim the huge budget pry pendent informati ealt Tiet kerl gapoblem ber only persuaded of the need 
enough, Soviet television view- more mayhem. deficit, or the legalisation of 10 e past? Government mi is. with, Sas ll Ginan was for an executive presidency in 
ers have suddenly been givena The whole process is called forms of private enterprise — tries are ordered to a 9985 that it o ot neus pen “in the recent months, according to Mr 
whole new galaxy of stars to learning to build a parliamen- is met with an angry backlash their questions, but they stint language of newspaper editori- Georgi Shakhnazarov, his polit- 
contend with. tary system in public, and it is from the likes of Mr Yarin, may take weeks to do $0. There als.” AS benin n ne hn leal adviser. “Mr Gorbachev 

Every night at 7pm the new possibly the most important leader of the, conservative is a total staff of gop mere alis js happening in the par. said a presidency was not in 


Introduction . 


POLITICS 


Rise of the parliamentary system 
Stresses and strains within the Communist Party... 


Nationalities. 


Estonia; Georgia; Kazakhstan; Belorussia... 
FOREIGN AFFAIRS 


E 


soap opera begins. There are single achievement of Presi- United Workers’ Front. Supreme Soviet secret; in the ent, and What precisely the Soviet tradition,” he saii i 
familiar villains, flawed heroes dent Mikhail Gorbachev's Now the Supreme Soviet is about one-fifth of the 1 ler deen agreed, this will nel Our tradition is tore celle: 800 ae eee rene n 
and heroines, a querulous perestroika process so far. facing a big new challenge, working in the US Con, er ible until the assembly jal.” 39115 ae Pp 


question-master, and lots of Confusion is inevitable for before it has even come to attempting to service 50 adequate printi il- Thie truth is 
confusion, with the plots often participants who only one year terms with its old job: it has to People's Deputies. all 2250 1115 produce enough donde legislators e ri viet 
being rewritten in the course ae were used to a parliament learn to live with an executive They can also claim y draft laws, their Proposed rewriting their constitution as 
of the drama. which met for two days a year, president, with the power to Rbs300 a month for an aide ie amendments. and verbatim they go along. The whole rela- 
The stars are people like Mr and said yes to every proposal veto its decisions, and some- just about enough for a 4 4 ts of each day's proceed- tionship between the directly 
an anner te 1 lawyer put to it. Viewers are express- how find ways of controlling researcher, or for a secrete 1 All that is still far ahead. elected Congress of Deputies, 
t i eningra Hat a natty ing the well-known criticism the ever-present danger of but not for both. ary, in spite of the absence of a and the indirectly elected 
Uiig in ic cl eck jac kets or that it is all words and no untrammelled executive Perhaps more serious f recognised multi-party system, Supreme Soviet, may well be 
Merve man Sh ae en acti on, Het the learning pro. power. new parliament is the lack 90 the Supreme Soviet is already changed. There are many out- 
Lue e urn conser valive old 251 as been extraordinarily There are already many legal draftsmen capable of accommodating a variety of side the official state and party 
min Yarin, the populist hero of it has to be, for th problems in the system, with writing laws which are una Jear interest groups, and, in structures who would argue 
industrial’ working classes of Soviet is pis mote peut van the People’s Deputies biguous, and capable of cia the shape of the Inter Regional that the whole system of sovi- 
ave to contend. For a start, interpretation in court, When Group, something which looks cts is incapable of accommo- 


the Ural mountains and nothing less tha 
scourge of the intelligentsia; legal bels ren pe the housing crisis in Moscow the Supreme Soviet Passed a suspiciously like an opposition. dating genuine democracy. 


and of course battling Mr Bi Means they are all living hand law outlawing stri k “ ight. 
Yeltsin. eee either Ignored aretha aw was to mouth in the cramped quar- industries last year, Me Han bet ee Ts never talks about. democracy, 
» Or did not exist. ters of the Moskva Hotel - a Bakatin, the Minist 15 aly ‘on the side of Mr Gorba- only democratisation,” says Ms 


The setting is the Supreme The process of att i h er of 
Soviet, coming to the viewers create new laws is taking place in, but cow from the Krem: Interior, openly admitted tut chev in pushing for more radi- Katya Podoltseva, a full-time 


almost live from the Kremlin. against p e Un, but scarcely congenial sur- it was unenfo: c “ 2 tivist in the Di ratic 

0 e terete treated ous pubie depate g tun: a Es 0 Tecover, Mom a mae ope! to provi any AA 5 e Ai Union campaigning fora west: 

„ known as streets, E; a 0 A lalties for specifi “St ti-party system. 

the Congress of People's Depu- nomic aren b p id They have only the most In a classic under alen ane e dee Stankevich, “We 21 lekat the Soviet 

ties, with five times as many eralisation, cuts in state s| 115 rudimentary research facilities Mr Veniamin Yakovlev the rticulate young member of Union cannot come to democ- 
pend: at their disposal ~ who needed new Minister of Justice, admit the Inter-Regional Group, who racy through the soviets.” 
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Press. 
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Death rattle of the Stalinist war economy . 
A global comparison . . h 
External trade of the Soviet Union. 
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Gavril Popov, member of the Congress of 
People’s Deputies... wnt ia 
Victor Geraschenko, chairman of the State Bank 
of the Soviet Union 
Soviet Far East 
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MR VYACHESLAV 

Interview: Bakhytbek Baiseitov of Centerbank, 
Neon Alger Rector gh Sie THE COMMUNIST PARTY vatives like Mr Yegor | Aima Ata 
is a top party. official — and a O 50 fl iiaia ar International financial position of Soviet Union . 
pretty wild radical in the ranks will it split? It is far more | Prospects for creation of securities market... 


INDUSTRY 
Enterprises torn between two masters... 
The crisis in the consumer goods industry. 
Case Study: 


. 
of the rulit f 
He is oder A I l likely that the radicals will 
the dissident Democratic Pl at e e n break away than the conserva- 
form, which puts him oliti. 7 tives. The latter are bound by 
y'on a par with the bugi i j blind party loyalty, until the 
popular communist marerſek, Keep its effective monopoly of to be published ; bitter end. The former are des- 
Mr Boris Yeltsin ‘averick, power. The point 12 1988, it has been clear that Mr communist leaders across east- porate to distance themselves 
Yet in the latest In 1990, the question is far inn 155 int is that the Com- Gorbachev saw the need to ern Europe, and demonstrators from the past. 
the Russian test elections to more about whether the pa rty cal em Party has lost its politi- remove the party from execu. threatened to do the same in For Mr Shostakovsky, the 
Shostakovsky was cant, Air See at a 15 what is know how eae hold aly aril Whatiia be actu- the Soviet provinces. Yet what key will be the party's ability 
oin; i as the inevi $ 9 saw the need to break = its inner part: 
that he was not going to win. future of a multi-party 9 8 5 position ii 2 ery significant completely is less clear. a ann cone te:potentially dev cler a Internal 58 
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Ane) wht ae a the party will split, not ‘if it pee ~ and usually kovsky says. “The party was conservative instincts — to dictatorship of the leadership ] Soviet accounting systems 
the party bureaucracy, he "we oi "t reall her credentials: By bling tos, ee E T E eha of hope scrap Article Six of the const. ~ and most of the rigid party Aone ee sane 
ee 0 lon’t really have 15 - hope for radical changes in tuti e ini a s if i Agriculture... 
Said. “Some of the voters are other force: y e any alty, not ability. Every one of the party itself.” It was the dis- monopoly of rowers Aide mont 20 delle inks “with the 2 


s today which are those members of the so-called ENERGY 


extremely negative about this.” authori i i i 
g 5 ritative and ial” appointment of that ho 
The backlash against the rul- Mr Shostakovsky 220 5 nomenclature has a paramount which led to the creation el fee DEO tern pig . State Seunty Cann 


: i The end of largesse... 
ing party has finally come into structures are being formed, Dany oo ert any dilution of alternative “horizontal” struc- ical movements to act openly mittee. And it even means pos- 


Surgut: portrait of a Siberian oil and gas town. 


the open in every part of the bi i ; hink ically 

j tructures are being formed, ver. tures within the Party — party as opposition forces, it also lib- iti ing the estab- Petrochemicals . 8 
sort Union, man me ta they ore in a y y In att, f Nikita K ‘hrushehev clubs, direct links between pri- erates eee ats in the party Eben, at etvar Pues — by Fender ior oi and gas production .. 
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In 1989, the great debate was 1 rat ahership, you cannot was eventuall i i Ñ 
p tha 0 ly overthrown by whicli ‘The simultaneous decision to 

whether the Communist Party ver, athann J Aire parach ds it Mr Mikhail Gorbachev is the Democratte Platform ‘Many establish an executive presi- Detnocratic Pallota rene 
would remain a monolithic rul. paradox” * ‘S the attempting to reform it by see that organisation as the dency is the one with the most ting, and Mr Shostakovsky 
ing party, or become a genu. In 1988, some 18,000 deliberately encouraging pres. nucleus of a future Social Dem- dramatic practical conse- does not seem to see much 
inely pluralist party, with open members handed in thor Parte Sure from below. It is proving a ocratic Party, divorced from quences, for it frees Mr Gorba- room for compromise. 
disagreements within its -only a tiny proportion of ils ene more effective strategy, Dut the CPSU. chev himself, and therefore the “I think that if this pro- 
ranks, and a federal structure Proportion of its one with the ever-present dan- Mr Gorbachev himself only Soviet government, from real gramme is too long drawn out, 
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POLITICS 


“Ethnic sentiment and cohesion 
are the quickest catalysts of 
effective new association. 

fationalism steps into the space 
vacated 2, 


Ernest Gellner, Professor of 
Social Anthropology, Cam- 
2 University, September 


I 
> IT IS impossible to describe the 
turmoil in the Soviet republics 
and among its nationalities in 
other than dramatic terms. In 
the past three years — popular 
fronts timorously began in 1987 
S the unshakeable unity of the 
Soviet state, the project of 
creating homo sovieticus, the 
central grip by Party and min- 
istries on the economies and 
_ Societies of 15 republics and 
100 ethnic groups have been 
weakened to the point where 
these concepts and powers can 
no longer either be invoked or 
used. except in extremis — as 
when Azeris and Armenians 
kill each other. 
Consider: 
@ The Baltic states of Estonia 
and Lithuania have already, in 
effect, declared themselves 
independent by renouncing the 
“agreements” which incorpo- 
rated them in the Soviet Union 
« 50 years ago; the third, Latvia, 
c is likely to follow. Their 
; nationalist leaders — they are 
very often communists, indeed, 
o in Lithuania, the communist 
leadership is nationalist - 
speak now not about greater 
autonomy, a loosening of the 
central plan, a greater cultural 
i diversity, but about Soviet 
¿ troop withdrawals, separate 
« currencies and a Baltic federa- 
tion with the Scandinavian 
countries, Poland and (a 
i: united) Germany. The 
multi party system is an estab- 
lished fact in all three. Indeed, keeps their nationalist ball 
these parties will have gone to rolling while popular senti- 
i the polls before any of their ment seizes on the inefficiency 


Elections due 


+ more than 100 


fellow parties in the East Euro- of the relief efforts for the sur- 
pean countries, with the par- vivors of the Armenian earth- 
tial exception of Poland. quake 15 months ago, and of 


» @ Of the three Transcaucus 
© republics, two - Azerbaijan 
and Georgia - have in the past 
12 months seen blood shed in 
their capital by Soviet troops. 
» This has vastly increased the 
standing of the nationalist 
movement, split and faction 
1 ridden as it is in both repub- 
lics. The tragic Armenians per- 
f haps still need the Soviet guar- 
i antee of their borders as much 
» as ever. But there, too, the 
clamour for the return of 
Nagorno Karabakh from Azer- 
whaijan control after 70 years 


the inability of the central 
power to stop Azeri massacres 
of Armenians. 

m Central Asian nationalism is 
beginning to show itself, in the 
Azeri and Tajik riots of Janu- 
ary and February, and also in 
the relatively quiescent repub- 
lics of Kazakhstan, Uzbekistan 
Kirgizia and Turkmenia. These 
are poor, rural republics. They 
have high rates of unemploy- 
ment, and Communist parties 
which have lagged in democra- 
tising either themselves or the 


John Lloyd examines how the unity of the So 


A melting pot rapidly coming to the boil 


Russia: Russian 82.6; Tatar 3.6; Ukrainian 2.7; Chuvash 1.2; 
other nafonalities. 


Armonia: Armenian 89.7; Azeri 5.5; Russian 2.3; Kurd 1.7%. 
Azerbaijan: Azeri 78.1; Russian 7.9; Armenian 7.9. 
lorussia: Belorussian 79.4; Russian 11.9; Polish 4.2; 
Ukrainian 2.4; Jewish 
Estonia: Estonian 64.7; Russian 27.9; Ukrainian 2.5; Belorussian 1.6; 
Finnish 1.2. 


Goorgla: Georgian 68.8; Armenian 9.0; Russian 7.4; Azeri 6.1; 
Ossetian 3.3; Abkhazian 1.7. 


1.4. 


tsia demand an end to slug- 
gishness and the creation of 
distinctive identities. Less 
pacifically, agitation against 
Armenian refugees has been 
reported outside of Azerbaijan 
and Tajikistan and there are 
indications of a gathering anti- 
communist, perhaps Moslem - 
fundamentalist, movement. 

m In the Slav nations of Belo- 
russia, Russia and Ukraine — 
making up more than 70 per 
cent of the Soviet population — 
slow but powerful movements 
are struggling to find expres- 
sion. “Nationalism”, says Mr 
Ivan Drach, leader of the Rukh 
(popular front) movement of 
the Ukraine, “is the euphoria 
of the last part of the 20th cen- 
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Ethnic breakdown (%) 


Kazakhstan: Russian 40.8; Kazakh 36.0; Ukrainian 6.1; Tatar 2.1, 
Kirgizia: Kirghiz 40.7; Russian 22.0; Uzbek 10.3; 
Ukrainian 2.6; Tatar 1.7. 
Latvia: Latvian 53.7; Ruslan 32.8; Belorussian 4.5; 
Polish 2.5; Ukrainian 2.7. 


Lithuania: Lithuanian 80.1; Russian 8.6; Polish 7.7; Belorussian 1.5. 


Tojikistan:Tajik 58.8; Uzbek 22 


independent sovereign person- 
ality in an independent 
Ukraine.“ His movement's 
young economists say the 
Ukraine, with its granary, 
could find a richer place on the 
world market than it currently 
commands on the Soviet one. 

Russian nationalism is often 
assumed to be the most power- 
ful of all, not just because it is 
that of the dominant nation 
but also because it has such 
powerful, pre-revolutionary 
roots — in the Orthodox 
Church, in the Russian impe- 
rial tradition, in the peasant 
culture and in that side of the 
Russian spirit which has been 
for centuries anti-western, 

On one extreme, much high- 


tury. We are. speaking of an lighted by western and Soviet 


— Hs fa WA oi fn ed byw and Soi Ran sean palit, 


Moldavia: Moldavian 63.9; Ukrainian 14.2; Russian 12.8; 
Gagauzl 3.5; Jewish 2.0; Bulgarian 2.0. 


issian 10.4; Tatar 2.1. 


media, is Pamyat (“Memory”). 
On the streets it is capable of 
violence and is deeply anti-Se- 
mitic. Its leader, Mr Dmitri 
Vasilev, receives visitors in a 
vast flat hung with icons and 
Tsarobilia, wearing a military 
shirt with Tsarist emblems 
while protesting his willing- 
ness to fill a reconstituted 
Romanov — Vasilev — throne. 
Their fledgling stormtroopers 
may not be numerous but 
there is a wide body of opinion 
which thinks Russia has been 
suppressed and pillaged for 
decades, and that the process 
goes on still, 

Mr Stanislav Kunyaev, edi- 
tor of Nash Sovremennik, an 
increasingly popular journal of 


viet State is being torn apart by ethnic nationalism 


Turkmenia: Turkmen 68.4; Russian 12.6; Uzbek 8.5; Kazakh 2.9. 
Ukraine: Ukrainian 73.6; Russian 21.1; Jewsh 1.3; 
Belorussian 0.8; Moldavian 0.6; Pollsh 0.5. 
Uzbekistan: Uzbek 68.7; Russian 10.8; Tatar 4.2; 
Kazakh 4.0; Tajik 3.9; Kara-Kalphak 1.9. 


says: “We got Marxism from 
the West, and that has been a 
catastrophe. We want to 
develop in a Russian way. If 
other republics want to leave 
— let them. But they will find 
that Russia has for centuries 
given them everything — its 
best people, its riches, its pro- 
tection. This was not an 
empire like the British or the 
French.” 

Other Russians are not so 
insouciant about loss of 
empire. Last month, a group of 
Congress deputies formed a 
“Unity” association, with eth- 
nic Russian deputies from the 
Baltic states in the fore, in 
order to “counter Russopho- 
bia” and maintain order. 


It is hard to know how much 


appear before the Supreme 
Soviet in the current session, 
thrashed out by a drafting 
commission under Mr Georgi 
Tarazevich, a former President 
of Belorussia. 

The most salient bill, that 
which provides a right of 
departure from the union, 
allows secession by referen- 


Population 1989 dum on a turnout of 75 per 
Russi: Milion cent. The Supreme Soviet must 
maats ratify that, but a large vote in 
11 5 en favour a in Practice, be 
impossil to override. er 
Kazakhstan bills allow greater economic 
Belorussia autonomy and extend language 
Azerbaijan and citizen rights. Mr Tarazev- 
Georgia ich says: “I don’t know how 
many states will use this right. 
Perhaps it will concentrate 
their minds on a subject which 


is now not fully thought out.” 
This may be so. Mr William 
Smirnov, director of the politi- 
cal studies department of the 
prestigious Institute of State 
and Law in Moscow, says: 
“Our society avoided disinte- 
gration in the past because it 
was held together by fear. 
Now, at this stage, everyone 
wants to find something nega- 
tive to say about the centre. 
But in two or three years time, 


Estonia 


Towns shown are those 
with a population 
exceeding 1 million. 


Dates in boxes when the constitutional 
Indicate the yearn changes take root, it may be 
which republic quite different. Even in the 


Joined union. Baltics, they are to 
realise that, economically, it 
will be difficult to disentangle 
themselves. Indeed, the Central 
Asian republics may be harder 
to keep. These societies are 
really quite different from the 
rest of the Soviet Union.” 
The economic ties will be the 
hardest to break, as the east 
European countries, enmeshed 
in a Comecon net which they 
hate but which also provides 
some (dwindling) protection 
from the rigours of the world 
market, are now realising. 
The Russian nationalists are 
right in this respect: Russia 
has provided and still does pro- 
vide the necessary energy and 
raw materials for much of the 
rest of the Soviet Union. There 
is a perfectly good case to be 
made, by Russians, that they 


of a constituency could be cre- 
ated in the awakened public 
mood for de-imperialisation. 


Russians have been used to 
moving about the expanding 
imperial area for centuries, in 
a way which the citizens of 
other imperial powers — even 
those which were contiguous, 
like the Turkish and Austro 
Hungarian, rather than 
far-flung, such as the British 
and French — did not. F 
There are 147m Russians in 
the other republics, and 25.2m 
citizens of other republics in 
Russia. Latvia is only just over 
half Latvian; Kazakhstan is 
only one third Kazhak. 
The legislators will try to 
find a middle way. Some five 


bills on the nationalities issue 


would be better off without 
many of the republics, particu. 
larly at a time when they are 
having to make costly conces- 
sions to keep them in the 
union. a 

But on their side, could these 
inefficient and sluggish Scone 
mies really achieve any kind 
independence? Or had they 
best throw in their lot with the 
ever receding prospect of a suc- 
cessful perestroika, and settle 
for the half loaf of autonomy? 
‘As the results emerge of the 
republican and. local elections 
currently under way, the 
months ahead will see the si 
of such a reckoning. 
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AT ONE end of Europe the 12 
members of the EC are talking 
about economic and monetary 
union. At the other end, 
Estonia — the smallest of the 
Soviet Union’s 15 republics — 
plans to introduce its own cur- 
rency, the kroon, perhaps by 
the end of this year. 

Justifying this step, Mr Rein 
Otsason, president of Estonia’s 
embryo central bank, the Bank 
of Estonia, says that a new cur- 
rency is needed to free Estonia 
from the currency crisis of the 
Soviet Union. But he also sees 
the plan as a way of facilitat- 
ing external trade. 

What Mr Otsason plans is an 
independent currency, with the 
Bank of Estonia as a true cen- 
tral bank. A network of com- 
mercial banks is to be set up, 
while local branches of the 
main state banks will also 
become commercial banks 
within the new system. 

Roubles that are held by peo- 
ple in Estonia in the Savings 
Bank of the Soviet Union on a 
date still to be determined will 
be exchanged for kroons. Cash 
will also be exchanged, up to a 
pre- limit. 

Difficulties will arise in rela- 

tion to the allocation of Soviet 
foreign assets and liabilities, 
but these can perhaps be 
resolved since they are essen- 
tially political. More funda- 
mental, however, is the issue 
of convertibility, which is ines- 
capable because a completely 
inconvertible currency is 
senseless for a republic with a 
population of only 1.6m. 

For his part, Mr Otsason 
hopes for soft-currency settle- 
ment with the rest of the 
Soviet Union, pointing to the 
clause in the law on the eco- 
nomic independence of the Bal- 
tic republics, which states that 
“the rouble is to be used as the 
basis of inter-Republican settle- 
ments”. 

If the kroon were convertible 
into the rouble (but not con- 
vertible into hard currency) 
and securely backed by com- 
modities as well, its price is 
likely to be driven up by peo- 
ple desperate for any haven of 
value. This pressure would 
both drain kroons from the 
Estonian economy and make 
Estonian goods uncompetitive 
within the Union. The Esto- 
nian authorities would need to 
Umit holdings of the kroon in 
the rest of the Soviet Union, in 


THERE can be few parts of the 
USSR where the yeal for 
maximum independence from 
Moscow is so strong as it is in 
Georgia, the southern republic 
whose spectacular mountains, 
lakes and Black Sea coast have 
nurtured a civilisation of 
extraordinary depth, wealth 
and antiquity. 


which task they would 
require 
jhe active co-operation of 


This longing for freedom 

None the less, a curr l 
j g 'ency | once vaguely felt and inchoate, 
enjoying such limited convert. | hardened into a quiet, sin- 


ibility into the Touble, but vir- 


eae convertibility into 


workable 
merce, thou, rtain 
Attendant wh the ane y 
exchange rate wi 
be accepted, ould have to 
the kroon were convertible 
into hard currency, it could not 
be convertible into the rouble 
as well. Otherwise, its hard 
currency convertibility would 
be destroyed within an hour. 
In this case, the organisation of 
a decentralised system of 
trade, other than on the basis 
of settlement in hard currency, 
would not seem feasible. 

Could Estonia hope to sur- 
vive cut off from the Soviet 
Union by the hard currency 
wall? Many doubt it. But these 
doubters confuse self-govern- 
ment with self-sufficiency. As a 
low wage economy by Euro- 
pean standards, Estonia could 
well prosper in the long term. 
Nevertheless, the process of 
adjustment would be agonis- 
ing, in the absence of foreign 
assistance, since only 3 per 
cent of Estonian industrial pro- 
duction now goes outside the 
Soviet Union. 

Estonia has a choice: it can 
either introduce a slightly bet- 
ter rouble — another currency 
that is inconvertible into for- 
eign exchange - and so try to 
preserve its extensive 
exchange with the Soviet | ness of Central Asia from 
Union; or it can attempt to cre- | above the Gulf to New Delhi. 
ate a convertible currency, so | North-south, it stretches from 
cutting itself off from the | the Siberian steppe to the foot- 
Union. hills of the Himalayas. 

In the short term at least, | It is a republic at once so 

hard currency convertibility | deserted that it was chosen for 
seems unrealistic, Further- | the Semipalatinsk under- 
more, economic links to the | ground nuclear testing ground, 
Soviet Union cannot lightly be | and so colourful that Alma 
broken over night. Perhaps | Ata, the state capital, ranks as 
Moscow could be persuaded | one of the Soviet Union’s most 
that accommodating the kroon | Spectacular cities, nestling 
within the rouble area is the | against a panorama of jagged 
only way of securing returns | Snowclad peaks. 
on past investments made in Kazakhstan is not a republic 
Estonia. Neither side will be | that has hit the headlines with 
happy with this compromise. It | stories of nationalist unrest or 
is easy to en Estonia out- | independent urges. It is too dif- 
side in the cold in the near | fuse for that: there are nearly 
future, with independence, a | 100 different nationalities with 
new currency, its hopes and | the Kazakhs themselves 
little else. accounting for barely 40 per 
cent. But Kazakhstan has been 
Martin Wolf | rumbling none the less. 


gle-minded determination after 
the events of last April when 
troops wielding poison gas can- 
isters and sharpened shovels 
massacred at least 21 peaceful 
demonstrators. 

But at the same time, there 
can scarcely be another Soviet 
region with such a fine talent 
for observing the formalities of 
subservience to the Kremlin 
7 5 quietly doing its own 


g. 
Thus billboards in Russian 
and the ancient script of Geor- 
gia nestle among the pine and 
cypress groves on the main 
road into Tbilisi, citi- 
zens to “fulfil the decisions” of 
the latest Party congress with 
a fervour that looks naive and 
quaint to the visitor to 
Moscow. 
But in Tbilisi's richer neigh- 
bourhoods, with their elabo- 
rate balustrades of wood and 


Slowly 
rumbling 


IF ANY individual republic 
gives an idea of the vastness of 
the Soviet Union it is Kazakhs- 
tan. With a land area five 
times that of France, this huge 
territory straddles the empti- 


O orie UNIONS). 


April massacre 
hardens resolve 


wrought iron, resid 

unimpressed by the tere 
that are raging in the Moscow 
legislature over whether to 


establish in law tl 
private property. 5 right to 
This is because in a 


flourishing market i real 
estate exists already, with 
5 and flats regularly 
changing hands for 
milion roubles apiece, ere 

“No one worl 9 
clal data alone weal 11 1 
easy to determine how this is 
possible in a city where work- 
ers in its many light industries 
earn no more than Rbs60 rou- 
bles a month, and practitioners 
of “skilled” professions such as 
engineering or medicine may 
va eam ovan less. 

ne reason for the amount 

of wealth in private hands is 
that in spite of collectivisation, 
enough of Georgia’s rich 
orchards, vineyards and arable 
lands remain under private 
control to boost living stan- 
dards in the cities to levels 
hard to imagine in thi 
depressed Russian heartland. 


The focus has been the 
republic's huge natural wealth: 
coal, minerals, oil and agricul- 
ture all of them developed on a 
grand scale through the Soviet 
central planning system. 

al resentment at what is 
seen as the plundering of the 
republic by its Russian neigh- 
bours has been mounting. The 
temperature increased last 
year with the replacement of 
the (Russian) party secretary 
by a bright and outspoken 

h economist, Mr Nursul- 
tan Nazarbaev. Although 
viewed very much as a Gorba- 
chev man, he has called for 
greater local economic auton- 
omy for the Kazakh republic. 

Mr Nazarbaev has been care- 
ful to temper these calls with 
assertions that Kazakhstan 
intends to remain in the Union. 
But he has struck a clear chord 
for the republic's 16m people 
whose frustrations with food 
shortages and often appalling 
living conditions have spilt 
over into strikes and riots. 

“We produce wool which we 

sell to the pasatan repubile for 
Rbs5 a kilo, and they turn it 
into a suit which sells for 
Rbs200,” says Mr Feodor Igna- 
tov, the editor of the local 
party newspaper, Kazakhstan- 
skaya Pravda. “That’s what 


To the indignation of many 
educated Georgians, one of the 
most powerful legends a 
ated with their republic in the 
minds of other Soviet citizens 
is that of the, fabulously rich 
Mafioso, ter 
of corrupt officials, exploiter of 
shortages, trader across the 
Soviet Union in agricultural 
and other goods, 

Mr Eduard Shevardnadze, 
the Soviet Foreign Minister 
who arouses ambiguous feel- 
ings among his Georgian com- 

riots, is credited with wag- 

a bitter battle against some 
of the leading Mafia clans dur- 
ing his spell as party chief in 
Tbilisi, at considerable risk to 
his life. 

Some local nationalists 
argue that the Mafla simply 
represent a form of 
the legitimate capitalism that 
would have flourished in the 
absence of Soviet er, and 
w one aay 0 5 under an 

lependent Georgian govern- 
ment which regulates, but does 
not run, the economy. 

It has to be said that Georgia 


makes people cross.” 

To the extent that there is 
nationalism in Kazakhstan, it 
found its strongest expression 
last year in a new law which 
language But implementation 

But entation 
has had to be phased in over 
several decades because of 
shortages of Kazakh teachers. 

There is also a strong local 
environmental movement 
which has political overtones, 
and has focused particularly 
2 the desiccation of the Aral 

jea, 


Nevada Movement. This is an 
alliance against nuclear testing 
focused on Semipalatinsk 
whose objectives and vocifer- 
ousness would bave been 
inconceivable in preGorbachev 
daya, Such is > Bengt o of 
fee] t 8 
e 
republic's par p- 
port the Josure of Semipala- 
tinsk, Moscow has responded 
that nuclear tests sre vital to 
national security, But it has 
promised to heed local con- 
cerns. 


David Lascelles 


~ in contrast with the 
states — is hard to plete tae 
would-be Sweden, a super-effi- 
cient paragon of rationality 
and in its econ- 
omy and public life. 

The Georgian model is alto- 
gether more southern: its 5m 
citizens are linked by a web of 
petty goru tion and favour- 

p] t enti - 
bla g entitles hum. 


g this. 
But at least in the short 
term, this Georgian way of 
poe life is — 5 57 compati- 
— considerable skill in 
econo! Management — and 
certainly compatible with the 
forging of links, human and 
economic, with rest of the 
world, for which Georgians 
have a natural flair. 

The Soviet-Austrian consor- 
tium which has already con- 
structed a helicopter ski resort 
and is now building the first 
hotel in Tbilisi to meet interna- 
tional standards provides a 
speciacillar example of what 

jese links can mean in practi- 
cal terms, 


Given the Geo human 
and natural resources, their 
talent for observing form and 
ignoring substance, and their 
skill as middlemen, might they 


THE pressures of economic 

fragmentation are rippling, as 

yet gently, through the Belo- 
republic. 

In January the republic 
began an experiment with 
regional cost-accounting which 
gives it limited independence 
from Moscow. The experiment 
could be an important test case 
of whether Moscow can design 
an economic system capable of 
both accommodating and mod- 
erating regional demands for 
full economic independence. 

Belorussia did not suffer as 
badly as many other republics 
from the years of stagnation 
during the Brezhnev era. In 
1975 its national income was 15 
per cent below the average. By 
this year it will be 15 per cent 
above the average. 

The improvement in eco- 
nomic performance has been 
sponsored by a conservative, 
technocratic Comm Party 
leadership, which has allowed 
economic innovations to flower 
beneath its wing. Belorussia 
was one of the places President 
Mikhail Gorbachev looked to 
when framing his economic 
policies in 1985-86. 

Large parts of Belorussia 
have been turned into waste- 
lands by the aftermath of the 
Chernoby! disaster in 1986. The 
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writers assess the moves for greater independence in (clockwise Estonia, Georgia, Belorussia and Kazakhstan 


The elephant and 
the mouse 


pril 9 massacre, 
which remains a touchstone 
issue for radical Muscovite pol- 
iticians and continues to pro- 
voke public arguments in the 
Politburo, show that the only 
appropriate response to Soviet 
authority is to campaign, 
Percent ly but relentlessly, for 

These are the terms of the 
discussion that is going on 
among ordinary Georgian citi- 
zens, and between the two 


former 
litical prisoners — against 
ral members of the dwind- 
ling local Communist Party 
and the Popular Front. 
Elections to the local 
Supreme Soviet on March 25 
will provide an important test 
of the relative strength of the 
two sides: the ‘liberal commu- 
nists’ and their allies are con- 
testing for seats, while the 
informal groups are calling for 
a boycott. 
The informal movement is 
weakened by its lack of access 
to printing presses and the 


Tide is 
turning 


increasingly powerful Belorus- 
sian Ecological Union, which 
plans to become a fully fledged 
party, says that more than 
300,000 people should be evacu- 
ated from contaminated areas. 

The union, which sprang 
into life last year with four 
mass rallies in Minsk, wants 
the Chernobyl clear-up made 
the republic’s top priority, 
according to Professor Yevgeni 
Petrayaev, its vice president. 

The republic's supreme 
soviet has adopted a six-year 
Rbsl7bn programme. But Pro- 
fessor Petrayaev estimates the 
full cost of a proper pro- 
gramme would be at least 
$140bn. = i 

Belorussia is one of the main 
manufacturing areas in the 
USSR. It produces a sixth of 
the USSR’s tractors, and 80 per 
cent of its televisions and 
refrigerators are exported to 
the rest of USSR and a third of 
all furniture and footwear. 


state media; and also by the 
cool relations between the 
young leaders of the National 
Democratic Party and Mr 
Zviad Gamsakhurdia, head of 
the Helsinki Union and the 
grand old man of Georgian dis- 
sidents. 

But Mr Gamsakhurdia and 
the NDP (which favours liberal 
democracy, with Orthodox 
Christianity as the state reli- 
gion) agree in asserting that 
full, early independence is the 
only issue worth discussing. 

Ms Irina Sarishvili, press 
secretary of the NDP and wife 
of its president Mr Georgi 
Chanturia, said shortly after 
the April 9 massacre that she 
believed in Georgian indepen- 
dence in the same desperate 
way that a mother believes her 
sick child will survive, what- 
ever the doctors say. 

Ten months and many street 
demonstrations later she is 
equally determined and less 
pessimistic: “the child’s health 
is somewhat better” she 
believes 


Henry Cleary 


admits the republic's adminis- 
tration is under pressure to 
keep more of the consumer 
goods output for the republic's 
consumers and export less to 
the rest of the union. 

Republican cost accounting 
- or self guiding as the Belo- 
russian authorities like to call 
it - is meant to address and 
control these growing strains 
in the republic’s relations with 
the rest of the union. 

Mr Badei believes more radi- 
cal economic policies will 
develop. Regional cost account- 
ing is likely to mean Belorus- 
sian enterprises will have com- 
plete flexibility over pay and 
new taxes, for instance on pol- 
lution, may be introduced, 

Professor Petrayaev says 
regional cost accounting 
should lead to a more active 
republican approach to the 
environment and industrial 


policy. 

Mr Yevgeni Onegin, director 
of Planar, a Minsk machine 
tool plant, voiced the main 
concern of business: “This will 
just be a transfer of ministries 
from Moscow to Minsk 
regional planning and contro! 
rather than central planning 


Mr Georgi Badei, deputy and control.” 
chairman of the Belorussian 


state planning commission, 


Charles Leadbeater 
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The record of Soviet policies in 
eastern Europe is even more dismal, 
considering that some of these 
countries are relatively Jess devel- 


reten: 


IN THE past five years the 
Soviet Foreign Ministry has 
enhanced its reputation: it was 
seen to be promoting peace and 
friendship abroad, and this 
brought prestige to the Soviet 
Union. It is less popular now 
but that is largely because of 
eastern Europe. 

“There are people in this 
ministry,” says Mr Alexei Nek- 
iphorov, head of the East Euro- 
pean section in the Forei; 
Ministry, “especially those who 
are concerned with security 
and military matters, who 
would see what has happened 
as the destruction of the War- 
saw Pact, or at least its dimi- 
nution.“ 

This is not just confined to 
the elite. Mr Andrei Grachoy, 
deputy head of the interna- 
‘tional department at the Com. 


f | Opening up in the Soviet Union 
could be easier than you think 


Since January 1987 N has been possible for Westem companies to Set up Joint ventures In 


tne USSR. — - — says ihat 1977 5 Commit. 
in the lost three years, hundreds of companies have done so. And mony have used the now ek Sot Shevard. 
services of Coopers & Lybrand in the UK, Finland or Russia. nadze, reign Minister, to 

ot 227 x persuade people that all is well 


From the Baltic to the Tortor Republic, from industria! projects in the Ukraine to leisure 
conferences in Moscow, our expertise has helped produce successful joint ventures. 
Expertise in accounting, tax and legal matters as well os engineering and Industrial project 
management has smoothed the path to doing business in the USSR. 


So if you need help with: 


in eastern Burope. They say we 

have lost what we gained in 
the war, especially when it 
comes to Bast Germany.” 

It is here, in his own back 
garden, where President Mik- 
hail Gorbachev faces a range of 
foreign policy issues which his 
harder line opponents will 
insist become pert of the stuff 
of domestic politicking, on the 
theme of USSR’s (declin- 
ing) place in the world”. 

Already, in a speech to the 
Central Committee plenum a 
month ago, Mr Ygor Ligachev 
warned of à “Germany with 
vast economic and military 
potential” that was “looming 
on the horizon”. Huge efforts 
had to be made to cut short 
any attempts to revise the 
post-war borders, and “prevent 
a post-war Munich,” he added. 
If Mr Gorbachev is to avoid 
being cast as a Soviet Cham- 
berlain, he must — in Mr Gra- 
chov’s words — “get confirma- 
tion of the fact that he is not 
selling out the security of his 
country.” 


~ our brochure Jont Ventures in the USSR is avaliable now. Simply write or telephone for 
your copy. 


London John Pendlebury or Ned Payne. Tel: (01) 583 5000 


Moscow Richard Robinson, Coopers & Lybrand, c /o National Westminster Bank. 
Tel: (095) 207 57 69 / 207 33 97. 


Helsinid Touno Hatoojo. Tel (0) 658 044 
fond frau I Seit. Tel: (069) 711.0282. 


for Busines: 
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SOVIET relations with Asia 
have gone through nothing 
like the shocks experienced on 
the Soviet Union's western 
front in the past year. Yet with 
the notable exception of Japan, 
where there is an outst 

territorial dispute, in Asia too 
there has been a broad easing 
of tension, 


PET HOLDINGS 
YOUR REAL PARTNER IN THE USSR 
SE TINER IN THE USSR 
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form, 

embarrassmens of both the 
Soviet delegation and the Chl: 
Nese authorities, 

The Chinese romain deeply 
pollen of Mr Gorbachev g 
Political reforms at home, an 
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Urope and 
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In short, he needs US and 
western European assistance 
in not looking like a patsy — a 
line which gives some vindica- 
tion to the view taken by Mrs 
Margaret Thatcher, the UK 
Prime Minister, who argues 
that too rapid endorsement of 
a united Germany would put 
too much pressure on the 
Soviet Union. 

This is the view that sees 
eastern Europe as a threat: but 
there is also a view that sees it 
‘ag an opportunity, or at least 
as pm example. “If the eastern 
European economies, espe- 

Pol can al suc- 
cess, then that will greatly 
help our reforms,” says Mr 
Nekiphorov. 


In panan Oey Ae 

inicz, foreign policy a 
ne Polish Prime Minister, 

‘ees. “Of course, if we fail, it 
will be the worse for them 
too,“ he says. Dr Yuri Knazev, 
head of a section in the Insti- 
tute of Economics of the World 
Socialist System, divides the 
east European countries into 
“a group which will go towards 
the West as fast as possible, a 
group which might manage to 
achieve a democratic socialist 
alternative and a group which 
makes some cosmetic changes 
Soviet Union, I fear, may be in 

let ion, I fear, may be in 
the latter.” 

In the responses of policy 
makers and analysts to the 
events in east European, there 
is evident a strain of pessi- 
mism which derives not so 
much from their dislike of 
what has happened there, but 
their fears of what will or will 
not happen in the Soviet 
Union. 

There is, at present, little 


enko, director of the Institute 
of Far Rastern Studies, which 
advises the government on 
Asian affairs, “We are not 
pols fo enforce our views on 


China and the Soviet Union 
have not become allies, nor is 
this likely. They continue to 
disagree on many regional and 
bilateral issues. 

Yet since the Gorbachev 
visit, the two sides have 
exchanged more than 100 dele- 
gations at the vice ministerial 
or higher level. Several previ- 
ously off-limits areas, such as 
Communist Youth League or 
direct Party-to-Party relations, 
have resumed, 

Regional, cross-border, eco- 
nomic exc! have mush- 
roomed, particularly between 
the Soviet central Asian ref 
lics and the Chinese province 
of Xinjiang, and between Man- 
churla and the Soviet Far East. 

ere are now 24 operating 
Joint ventures ranging from a 
vacuum bottle plant at Alma 
Ata to a joint venture restau- 
Oe the Harbin, in Khaba- 
discussion, ae 


Some 10,000 Chinese labour- 
ors (15,000 according to Chi- 
nese statistics) are currently 
Ualen an Ae tho 1 
various construction 

projects, Migrant Chinese farm 
workers are active in the Novo- 
irsk area in Western Siberia. 


interface for the East-West relation- 
ship, and the essential dialogue 
does not pass exclusively between 
the superpowers. 


jects, including human rights. More- 
‘over, even a very large reduction in 
strategic nuclear weapons will be 
far less significant in security terms 


EASTERN EUROPE 


Trouble in the backyard 


hope that the economic 
reforms, stalled more or less 
explicitly, can work. It is thus 
assumed that the eastern Euro- 
pean countries will as fast as 
possible strain away from the 
ailing giant, now that they no 
longer have to protest unshak- 
eable friendship. 

But can they? It is becoming 
clearer, as work begins on 
creating institutions to sustain 
these new regimes, that their 
freedom for manoeuvre is lim- 
ited. First, their fears over 
their borders — especially with. 
Germany — mean that they 
— —[——h 

“There are people In 

the Foreign Ministry 

who would see what 
has happened as the 
destruction of the 


Warsaw Pact’ 
— 


will continue to look to the 
Warsaw Pact as a guarantor of 
the post-war settlement, from 
which they all did more or less 
well. Second, their membership 
of the Council for Mutual Eco- 
nomic Assistance (Comecon), 
though now seen as something 
which confirms and deepens 
their technical and commercial 
backwardness, is still essential 
to avoid their more rapid col- 
lapse since there are no other 
other markets in which they 
can compete effectively. 

Dr Alexander Nekipolov is 
deputy director of the Institute 
of Economics of the World 
Socialist System. Like his col- 
league, Dr Knazev, he is a pes- 
simist on the present prospects 
of perestroika — but is harshly 
realistic about Comecon. For if 


estimates have been made 
which show that the Soviet 
Union would benefit by some 
$10bn from the transfer of 
Comecon trade into hard cur- tion since the war has twisted 
rency — a measure the Com- the economies and societies 
econ congress in Sofia in Janu- 
ary agreed would proceed in ration must be made which 
stages. The Soviet Union will now g 

be able to sell its raw materials 


Mr Nekipolov confirms that 


they can spend freely, and lit- 
tle of it is spent in Comecon 
countries,” says Mr Nekipolov. 
“So you see what effect liberal- 
ising trade entirely would 
have.” 

This is dramatic — the more 
so since the more advanced the 
country, the more it depends 
on the Soviet market. Forty 
per cent of all East German 
production and 70 per cent of 
all Czechoslovak engineering 
exports are destined for the 
USSR. Figures first produced 
for the US-based PlanEcon 
group, and verified by the 
Institute of Economics of the 
World Socialist System, show 
further that between 1970-84, 
each Soviet citizen paid $4,000 
to East Germany in subsidy to 
its industry - an index of how 
far the prices of East German 


and other Comecon products 
exceeded world prices and of 
how much East German living 


standards depended on the 


ASIA 


Frosty relations begin to thaw 


None the less the economic 
relationship is an awkward 
one, because of a lack of con- 
vertible currency, and the 
two-way trade last year was 
only Rbs2bn, roughly 10 per 
cent more than in 1988. 

Chinese labourers are paid 
in roubles, and must take their 
pay home in Soviet commodi- 
ties - refrigerators or televi- 
sions — that are often in short 
supply in the Soviet Union 
itself. 

Local trade is constrained b 
the need for barter, with val- 
ues negotiated in terms of 
Swiss francs. Tourism is also 

wing on a strictly matched 
asis in which equal sized 
groups pass the border on sub- 
sequent days, each side paying 
for the other's expenses in 
local currency. The two sides 
will thls year consider whether 
to move the trade to a hard 
currency basis, although there 
aro fears this could lead to a 
drop In trade volumes, 

Telecommunleatlons links 
between the two countries are 
terrible, and transportation 
links poor, although this is 
belng steadily improved. 

hts have begun between 
Khabarovsk and Harbin, and 
direct flights between Moscow 
and Shanghai will start this 
year. Consulates are to be 
opened in Khabarovsk and 
Shenyang. A rail link between 
Urumqi and Alma Ata is sched- 


uled to be opened in 1992, built 
largely with Soviet finance. 
More steamer routes along the 
Amur river will link Soviet and 
Chinese cities. 

Visa procedures have been 
simplified, with visas elimi- 
nated for business travel. Eight 
new border-crossing points are 
being opened up, to add to the 
existing 18. 

Perhaps most impressive of 
all, delegations at the “expert” 
level, consisting of five mili- 
tary officers and five diplo- 
mats, sat down for the first 
time in Moscow last November, 
to discuss how to build confi- 
dence along the border. The 
discussions continued in 
Peking in mid-February. 

Soviet diplomats believe the 
improved atmosphere had led 
the way towards a possible set- 
tlement of the Cambodia con- 
flict, in which all are 
now actively meeting. China 
and the Soviet Union back 
opposite sides of the conflict 
but have together played a key 
role in fostering possible UN 
involvement in a settlement. 

With Soviet troops stationed 
in Cam Rahn Bay, Vietnam, 
pulling out, the path has been 
cleared for further improve- 
ments in ties with South-east 
Asian nations, where Mr Niko- 
lai Ryzhkov, the Soviet Prime 
Minister, has recently made a 


tour. 
The Soviets have also been 


economic strengths which may we! 
prove to be a factor of stability 
an unstable world. 


new east European 
ments — that 


the events of eastern Europe poor Soviet consumer. For us. 
are a threat, and their experi- eco; 
ments a hope, then the dissolu- 


momically, Comecon was a 
loss,” says Mr Nekipolov. “But 
tion of Comecon is a windfall. politically it was a p 


It ls this pe: ion on the 


part of some of the Soviet gov- 


rning class — shared with the 
overn- 
Soviet ina- 


such an extent that some repa- 


ground. 


sense ol them down 

ity, but perhaps at no higher ly. This will have to be 
a 

x gradual phasing in of hard cur- 
“Our enterprises already rency, and in that time we 
have $2bn in hard currency hope of us will make some- 


in formal fraternity to one 
where the resentments and 
hostilities now enjoy free play 
~ the more so since the 

elites in at least Poland and 
Czechoslovakia have been 
against the Soviet system since 
their inceptions as opposition 
movements. 

Yet even as there continues 
to be anti-Soviet demonstra- 
tions, and as the newly-turned 
democratic communists seek to 
distance themselves from the 
country they once called Moth- 
erland, so the sober thought 
strikes these countries’ leader- 
ships again and again: can we 
leave Mother yet, even when 
she will no longer stop us from 
going? 


John Lloyd 


stepping up trade ties with 
South Korea. Although politi- 
cally they stand firmly behind 
their North Korean ally, they 
would plainly like to see more 
dialogue and further easing of 
tension on the peninsula. 

‘This leaves Japan as the out- 
standing deadlock. Mr Ryzh- 
kov's recent suggestion that 
Tokyo and Moscow shelve 
their territorial dispute in the 
interests of improving political 
and economic relations was 
promptly rejected by the Japa- 
nese. It is clear that no Japa- 
nese government can afford 
politically to give up claim to 
the four Kurile Islands which 
Soviet troops occupied after 
the Second World War. 

Officially the Soviet stance 
has not budged — that there is 
no territorial dispute to be dis- 
cussed. However Mr Gennadi 
Gerasimov, the Soviet foreign 
ministry spokesman, recently 
created an odd twist to this 
issue when he said that some 
Soviets were arguing in favour 
of giving back these small 
islands (which have a strategic 
importance because they span 
ice-free winter sea lanes to the 
naval port of Viadivostock). 

Should that happen Soviet 
relations in Asla, which have 
been a source of frustration for 
many years, will have been 
transformed completely. 


Steven Butler 
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EVER SINCE President 
Mikhail Gorbachev came to 
power five years ago, his “new 
political thinking” in foreign 
policy has been driven by the 
triple objective of détente, de-i- 
deologisation and disarma- 
ment. The achievements so far 
are more profound than those 
of earlier periods of détente, 
and look like having far more 
durable results, 

Under ali previous Soviet 
leaders, superpower diplomacy 
had taken the form of an abso- 
lutely predictable action-reac 
tion dance: the US would make 
proposals. and the Soviet 
Union would react, often nega 
tively. Under the Gorbachev 
regime, that pattern has been 
reversed. 

After the East-West freeze 
induced by the Euro-missile 
crisis of 1983, nuclear arms 
control talks resumed in 1985, 
coincidently the day after Mr 
Gorbachev came to power. At 
that time the US was proposing 
a one-third cut in strategic 
nuclear weapons, and the 
Soviet Union was responding 
more modestly with a proposal 
for a 25 per cent cut. But at his 
first summit meeting with US 
President Ronald Reagan in 

Geneva that autumn, Mr Gorb 
achev was already raising the 
stakes by calling for a nominal 


DISARMAMENT 


Farewell to arms 


50 per cent reduction, which 
has since become the official 
target for the Strategic Arms 
Reduction Talks in Geneva. 

And so it has continued 
since then. At the next US-So- 
viet summit meeting in Reykja- 
vik the following year, Mr Gor- 
bachev almost succeeded in 
sweeping Mr Reagan off his 
feet, with an apparent proposal 
for the elimination of all 
nuclear ballistic missiles. 

In December 1987, the Soviet 


likely to be fundamentally 
altered by the negotiations on 
Conventional Forces in Europe 
(CFE) now under way in 
Vienna. With luck, these CFE 
talks should produce a treaty 
for endorsement at this year's 
Helsinki summit, which will 
bring about, for the first time 
in 40 years, a true military 
equilibrium in Europe. 

In addition, both Moscow 
and Washington have been 
hurrying ahead of the Vienna 


The achievements so far are more profound 
than those of earlier periods of détente, and 
look like having far more durable results 


leadership concluded what its 
predecessors had adamantly 
refused, an agreement to elimi. 
nate all US and Soviet Interme- 
diate Range Missiles (INF) in 
Europe. And there are good 
prospects that the Start negoti: 
ations will produce big cuts in 
the long-range nuclear weap- 
ons of the superpowers. 

In purely military terms, this 
Start agreement will not make 
much difference, since both 
sides will continue to have 
colossal overkill in strategic 
nuclear weapons. In contrast, 
the conventional military bal- 
ance between East and West is 


process. In December 1988, at 
the United Nations, Mr Gorba- 
chev announced a unilateral 
reduction in the Soviet Unions 
armed forces of 500,000 men. In 
1989 President Bush responded 
with two successive proposals 
to reduce US and Soviet troop 
levels in Central Europe. 

The underlying message of 
these successive negotiating 
moves has by now become vir- 
tually impossible to deny: the 
Soviet Union of Mr Gorbachev 
believes it is possible to aban- 
don a foreign policy based pri- 
marily on the assumption of 
conflict and on the threat of 
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EUROPEAN COMMUNITY 


A model for Moscow 


military force. W. 
easy to fathom, u wees less 
leads in strategic terms zie 

Moscow regularly insists on 
the need to maintain the 1 
tegic balance in Europe, SA 
the equilibrium between Nato 
and the Warsaw Pact, Yet at 
the same time, the Soviet lead- 
ership repeatedly appeals to 
the quite different idea of 
some kind of pan. European 
security order, no doubt 
derived from the provisions of 
the Helsinki process, under the 
evocative name of the Common 
European Home. 

Earlier this year, Moscow 
reiterated its intention to with- 
draw all its troops from east- 
ern Europe by 1995-96, and said 
that it expected to negotiate an 
even earlier time-table for 
withdrawal from Czechoslo- 
vakia and Hungary. Such a 
withdrawal is no doubt a ratio- 
nal response to the revolutions 
in eastern Europe, which have 
undermined the credibility of 
the Warsaw Pact; some ana- 
lysts in Moscow argue that the 
only chance for salvaging the 
Pact lies in military with- 
drawal, and even then its main 
role may be political dialogue 
between the countries of east- 
ern Europe and the Soviet 
Union. 

These unanswered questions 
should not obscure the most 
important fact, that Mr Gorba- 
chev is presiding over the end 
of a long period of Cold War, 
and the beginning of a new 
period of effective arms control 
and arms reduction. 


lan Davidson 


„EUROPE is a new centre of 
power,” said Mr Alexei Arba- 
tov, one of the Soviet Union's 
leading young foreign policy 
experts. “Western Europe will 
become more important in 
Nato, since some Us with- 
drawal is inevitable; it may 
even become the major partner 
in Nato. 

“The European Community,” 
he went on, “has a very strong 
political role to play, because 
economic factors are now 
becoming predominant. I 
would not be surprised if there 
were a supranational govern- 
ment in western Europe 10 
years after the Single Market 
of 1992; or even in the whole of 
Europe, excluding the Soviet 
Union. But the EC is not an 
opponent of the Soviet Union, 
nor a threat to the Soviet 
Union, unless it becomes the 
core of a new military alli 
ance.” 

Sentiments like these are a 
testimony to the dramatic 
effects of President Mikhail 
Gorbachev's policy of peres- 
troika on foreign policy percep- 
tions in the Soviet Union. Until 
recently, the EC and other 
manifestations of European 
integration were officially deni- 
grated in Moscow as a hostile 
manifestation of the Cold War. 

A less caricatural picture of 


A SENSE of disorientation and 
alarm is spreading within the 
Soviet military elite. The alle 
giance of Soviet officers to the 
Party, to the socialist father. 
land and to internationalist 
duties within the Warsaw Pact 
and further afield is ingrained 
in military training and values 
But this world-view is fast los 
ing its relevance, as the role of 
the Soviet armed forces is chai 
lenged by the collapse of mili 
tary certainties, 

Political upheaval in eastern 
Europe has paved the way for 
the rapid retreat of the Red 
Army from Czechoslovakia 
Hungary and Poland, The 
break-up of the Warsaw Pact 
military apparatus is under 
way and a powerful united 
Germany looms. 

‘The Soviet military budget is 
vulnerable to a climate of cuts 
and much of the country’s con: 
ventional military strength is 
destined to be traded away in 

highly asymmetrical arms 
agreements with the West. 
Within the USSR Soviet forces 


are committed to maintain cen- 
tral control in regions plagued 
by intra ethnic strife. Even the 
economic and technological 
promise of perestroika which 
raised the prospect of more 
efficient and better equipped if 
smaller Soviet armed forces in 
the future, is now overshad- 
owed by gloomy forecasts. 

Red Army commanders may 
reasonably conclude that the 
Soviet military environment in 
1990 is driven by trends 
increasingly beyond Moscow's 
control. Their worries are fre- 
quently expressed in sharp 
debutes in military circles. 
leading at times to polarised 
views. 

No doubt the Soviet High 
Command is dismayed by the 
pace at which Warsaw Pact 
unity has collapsed. The view 
that the strategic gains of the 
USSR were won at the cost of 
millions of Soviet wartime 
dead, is still ingrained in their 
military thinking 

Soviet military leaders are 
committed in principle to pull- 
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MILITARY 


FOREIGN AFFAIRS. 


the movement towards eco- 
nomic and political integration 
in western Europe has at vari- 
ous times occasionally broken 
through the official line in the 
Soviet Union in the past 40 
years. But Soviet analysts did 
not systematically start to take 
a more realistic assessment, 
until Mr Gorbachev introduced 
his “new political thinking” on 
foreign policy, uncontaminated 
by the ideology of communism 
and the Cold War. 


can be beneficial for large 
parts of the population. Sec- 
ond, the new attempt to see the 
world in inter-dependent 
terms, means that the Commu 
nity can become a partner 
rather than an enemy. Third, 
the necessity of making a more 
realistic assessment of the 
Soviet Union's own economic 
failures, increases the incen: 
tive for learning from others, 
including the EC. 

Thus Mr Stanislav Kon- 


Officials and academics in Moscow appear 
to see more good in the EC than does Mrs 
Margaret Thatcher 


Today in Moscow it is com- 
mon to hear officials and aca- 
demics express positive views 
of the EC; some of them even 
appear to see more good in the 
EC than does Mrs Margaret 
‘Thatcher. 

Professor Vladimir Baranov- 
sky, of the IMEMO Institute, 
believes there are three main 
strands in the Soviet reassess- 
ment of the EC. First, there is 
a growing recognition that eco- 
nomic integration is not an 
offensive of the West European 
monopolies against the work- 
ing class, but a process of 
social accommodation which 


drashev a leading commenta- 
tor at Izvestia: “Many people 
now see that the western Euro- 
pean countries tried to solve, 
and in fact have solved, very 
important economic problems. 
step by step, with great efforts. 
Our efforts with other Socialist 
countries are not at all success- 
ful. But we will find it easier to 
build new, more effective 
forms of economic relations 
with our neighbours, if we 
build constructive relations 
with western countries.” 

This fresh look at the nature 
of the EC is leading to a sharp 
reassessment of its political as 
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much as of its economic signif. 
icance. “Since 1985," says Mr 

Sergei Karaganov of the 
Europe Institute in Moscow. 
“our analysts have said we 
should get rid of ‘America- 

first-ism' in our foreign policy 

priorities. Now we give equal 

priority to America and to 

Europe Western Europe's 

influence on US policy has 

mostly been positive. A stron- 

ger EC will be a factor for sta- 

bility in Europe, though Ger- 

many may have a dominating 

influence on it” 

The shift in Soviet attitudes 
towards European integration 
has been followed by closer 
diplomatic links. Last year the 
Soviet Union, like Comecon, 
signed framework trade agree- 
ments with the Community; 
and the Soviet Union also 
secured Special Guest Status at 
the parliamentary assembly of 
the 23-nation Council of 
Europe, though not to vote. 

The most interesting feature 
of the new thinking is that 
some Soviet analysts are 
starting to look to the EC as a 
possible model, not just for 
revitalising economic and 
political relationships within 
Comecon. but even for reform 
inside the Soviet Union 


lan Davidson 


The bitter climate of cuts 


ing back at least 370,000 of 
their forces from eastern 
Europe and sharply reducing 
their force levels west of the 
Urals under the draft treaty on 
Conventional Forces in Europe 
(CFE). 

An overall fall in the Soviet 
military budget of some of 14 
per cent over the next couple 
of years has been promised 
including a cut of 8.3 per cent 
in 1990 (said to be from 
Rbs77.3bn to Rbs70.9bn) and 
19.20 per cent cut in arms pro- 
duction. The military com- 
mand can swallow these cuts 
in the context of East-West dis- 
armament but so long as the 
economic and technological 
basis for the weapons systems 
of the future is laid. With this 


goal in mind they can support 
perestroika and accept that 
more defence industries should 
be given over to civilian pro 
duction. 

Military leaders are also agi 
tated over radical proposais 
that the current sprawling cad 
re-conscript army be trans 
formed into a new organisation 
based on the principles of a 
processional and/or territorial 
force. Officers favouring such a 
transition believe that it would 
free manpower and resources 
for the civilian economy and 
help ease the current alien 
ation between the Soviet mili 
tary and civilian populations 
Yet for Mr Dmitri Yazov, the 
Defence Minister, such a pro- 
fessional army would be too 


costly and unable to porii a 
sufficient reserve for long-term 
military actions. 

ilitary leaders have found 
the idea of creating territorial 
formations based on national 
residence especially controver- 
sial, linked as it is to a larger 
nationalist agenda in the Baltic 
and other volatile republics, 
This is an explosive issue and 
it challenges the traditional 
Soviet view of the armed forces 
as an integrating force for vari- 
ous Soviet nationalities. The 
Soviet High command has 
reluctantly yielded some 
ground to Baltic and Georgian 
demands that recruits be 
allowed to serve in or near 
their home republics in an 
attempt to head off growing 


anti: military sentiment. 

Over the past year the 
esteem ol military service has 
been undermined by an 
upsurge in press criticism of 
the brutalising of recruits, 
drunkenness and corruption, 
which conveys a bleak picture 
of military life. Many officers 
find such criticism repugnant 
and have declared it ill-in- 
formed, unpatriotic and malev- 
olent. This reaction reflects 
their deep unease about social 
trends under perestroika. 

Special attention has focused 
on the difficulties in socially 
and economically integrating 
the 500,000 troops to be reduced 
unilaterally under Mr Gorba- 
chev's December 1988 
announcement. Up to 100,000 


aee 


former officers will lose this 
status and ready access to 
accommodation. This threatens 
to create a large pool of disaf- 
fected demobilised officers. The 
capacity of the economy to 
readily absorb such an influx 
of labour is uncertain. 

The use of Soviet troops to 
quell internal ethnic and 
nationalist strife has dealt a 
damaging blow to military 
prestige. Moscow’s decision to 
use regular army forces to 
smash into the Azerbaijani 
capital Baku in January only 
followed the failure of local 
KGB forces and Ministry of the 
Interior troops to regain cen- 
tral control in Azerbaijan, and 
it was undoubtedly taken with 
the greatest of reluctance. 

‘The political cohesiveness of 
the armed forces has tradition- 
ally been entrusted to Commu- 
nist Party organs, in particular 
the Main Political Administra- 
tion (MPA) of the army and 
navy. But a Central Committee 
decision last month to abandon 
the principle of the leading role 


of the Party forces a reap 
praisal of Party organisations 
in military units. At the least 
party-political training in the 
forces is likely to be down 
graded, undercutting the MPA 
and its chief, General Lizichev 

Finally, disillusion has 
gripped even senior officers as 
perestroika falters economi 
cally and threatens to frag 
ment the USSR into national 
groups. The majority also fear 
over-hasty decisions spurred 
on by the climate of military 
cuts, are defensive over reform 
ist ideas issuing form military 
ranks and bitterly resent the 
role of civilian critics. Yet 
growing cynicism among 
higher military circles has not 
spilled over into open disloy 

ity to the political authorities. 


Roy Allison 


The author is a lecturer at the 
Centre of Russian and East 
European Studies, University of 
Birmingham 


process of the creation of 
a law governed state is the suc- 
cess story of the five years of 
President Mikhail Gorbachev. 


THE 


Not just successful: breathtak- 

ly successful, on a scale and 
with a speed which no one 
could have imagined at the 
beginning of his tenure of 
office. 


The period has seen the end- 
ing of a totalitarian state and 
the emergence of a chaotic 
period in which at every level 
debate and struggle focus on 
the way in which the Soviet 
peoples are to be ruled. This 
has been violent and will be 
again. It could not be other- 
wise given the violence of the 
creation and consolidation of 
the state. But now, even the 
violence is usually significant 
of some kind of liberation, at 
least of expression, not that of 
a hopeless throw against gath- 


ering tyranny, 

That, for all its parane; 
the process may yet a 
measure of the depth of the 
task which the reformist lead- 
ership took on, and the size of 
the contradictions which they 
summoned wp by unleashing it 


~ by which can only be meant, 
that it continues to stagger 
crises while still pro- 


ing: 
@ the unity of the Soviet 
Union; 

n the command system of pro- 
duction and supply; 

m the leading role of the party, 
and with it the supreme theo- 
retical role of Marxism Lenin- 
ism and the. politicisation of 


There are signs that these 
new practices are becoming 
entrenched which bode well for 
a state of law. For out of the 
ferment in the republics is 
growing a care for democratic 
and constitutional forms, both 
within the areas for which 
and inde- 


Soviet 
the first time 10 months ago, 
195 it is now part of political 
fe and contains a plurality of 
opinions which are begining to 
form into proto· parties. More- 
over, it has confirmed — and 


ONSTITUTION 


LAW GOVERNED STATE 
— 


Changes afoot 


rejected - ministers, passed 
laws introducing a presump- 
tion of innocence 2 5 ted the 
law and scrapped notorious 
catch-all charge of “slandering 
the Soviet system”. 

It has ried 10 ban strikes, 
to levy penal taxation on co-op- 
eratives, to raise tax on beer 
and cigarettes and it has 
granted economic autonomy to 
the Baltic republics. 

Its deputies — most authori- 
tatively, the late Dr Andrei 
Sakharov — have argued pub- 
licly and vehemently with Mr 
Gorbachev and other high 
state and Party officials. And it 
has all been on television. 

Its very success has directly 
affected the position of the 


There Is now a public 
opinion. It Is febrile, 
intense and 
inexperienced and it 
has clearly signalled 
its dislike of the 
Party’s monopoly 
— — OS 


Communist Party. Its opera- 
tion has shown that the Party's 
“leading role” and monopoly of 
power was both absurd and 
was being challenged with 
impunity throughout the coun- 


try. 

Thus the decision by the 
Central Committee plenum 
early last month to scrap 
Article Six of the constitution 
guaranteeing the leading role 
of the party (or, significantly, 
requesting the Supreme Soviet 
to so amend the constitution) 
was the recognition of an 
already established fact. The 
Party was no longer leading: 
the monopoly was broken. 

However, official confirma- 
tion of this has put a fillip 
behind efforts to create a con- 
stitution, efforts towards 
which have been in a curious 
Suspension over the past two 
years, with “conservative” and 
“radical” drafts circulating, 
but no decisions being taken. 

Mr William Smirnov, direc- 
tor of the department for politi- 
cal studies at the Institute of 
State and Law, says: “Since the 
plenum, discussions are 

more urgent. The 
Prevailing mood among legal 
circles is that it should be a 
really legal constitution — not 
one which 


is a logical next step to the loss 
of political monopoly. That is, 
a constitutional settlement 
which guarantees civil rights 


and describes electoral and 
judicial mechanisms, but is not 
prescriptive as to political out- 
comes — a complete departure 
for a state in which soci 

is the presumed input to and 
outcome of all state acts. 

In that senso, the removal of 
Article Six of the constitution 
is oniy a first step. The decon- 
struction of an ideological con- 
stitution must proceed from 
the bottom up, en; even 
with the very name of the state 
itself. 

The current session of the 
Supreme Soviet and of the Con- 
gress will be critical in this 
instance. It must consider five 
draft laws on the relationship 
between the republics and the 
centre, and between republic 
and republic; it must finally 
get to a draft law on the press; 
it must decide on a framework 
for new parties; and it must 
conclude whether or not it 
wishes to legalise private prop- 
erty. At some point, too, it 
must intervene to sort out the 
confusion over the reform of 
the legal system itself. 

The momentum of constitu- 
tional change it has already 
initiated has been great. But 
still, as Mr Vitaly Tretyakov, 
deputy editor of Moscow News, 
points out: “We can still revert 
to the days of stagnation if one 
man — Mr Gorbachev — is 
removed.” 

This overstates the case: it 
points up, however, how much 
is owed to reformist personali- 
ties, how slender still is the 
legal basis for enshrining the 
changes made. 

There is, finally, the matter 
of the creation of a public opin- 
ion and a civil society which 
are the ultimate guarantees of 
any constitutional and demo- 
cratic state. For if the people 
do not insist on democracy and 
the rule of law, leaders unused 
to either will be unlikely to 
Provide it. 

There is now a public opin- 
ion. It is febrile, intense and 
inexperienced and appears to 
be against co-operatives (and is 
certainly against price rises); 
but it has also clearly signalled 
its dislike of the Party’s 
monopoly and its desire for a 
constitutional state in which 
not just the party, but the 
Police, KGB, judiciary, enter- 
prises and unions were subor- 
dinate to the law and able to 


but it will mean an end to the 
state as presently constituted. 


John Lloyd 


Gorbache higher Petr 
file colleagues, such 83 


ir 
taly Koroti k oF 
Newa eor Yakeviev of Moscow 


ple 
le onsider®! 
reformist, pushing the govem 
erat Paver into cama 
scour quiring Jour of 


every st . , 
Ee e, 
ahead of 
An example. "Three yen 
ago, he wanted to camp — 
busts of chere ufo had been 
twice awarded “Heroes 
Socialist Labour.” He 
article written “but 


First, the extraordinary Cen- 
tral Committee plenum of 
April 1985, a month after Presi- 
dent Mikhail Goi came 
to power, at which “the new 
programme of perestroika gave 
The second moment was the 
publication, in the spring of 
1988, of the “Nina Andreeva 
letter a letter from a 5 
Alan er published in Sovet- 
skaya Rossiya newspaper, 
Tently critical of iberalisation 
and seen at the time as the 
herald of a new reaction. 
Pravda lamely reasserted the 
leadership line some two 
weeks later. Mr Laptev and his 
colleagues were shaken, “but 
we talked together and decided 
to continue our line as long as 
put he is f restroika: and 
ut he is for an- 
that means he aras Mr Gorba- 
chev, in a way no western 
newspaper editor could afford 
to be for a prime minister or 
political leader. When, last 
autumn, Mr Gorbachev 
in the newspaper editors and 
harangued them for irresponsi- 
bility, Mr Laptev thoughi 
about it, reviewed his material 
“and realised Gorbachev was 
right. So I told my colleagues 
tie we must work more care- 
y.” 


It was at that same meeting 
that Mr Vladislav Starkov, edi- 
tor of Argumenti i Fakti, a 
hugely popular weekly, was 
reported to be under threat of 
the sack. “Mr Gorbachev didn't 
actually sack him. He said: ‘If I 
was in your place I would 
resign.’ But he hasn't resigned, 
$o peris, on,” said Mr Laptev. 

Vlasov, chairman- 
855 the press agency, is 
dismissive of allegations of 
control from above. 

“We're an independent 
agency, we publish our own 
points of view.” That is 
increasingly true; and it is 
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case that 
deep ers Clash, though how 
Mater e debate is another 

Vlasov has seen 
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t rover in his staff in the 
pmonths, as the old 
tom thy o are unable to accus- 
leave. lemselves to the changes 
Tecrulted d new ones are 


Thero are other inhibitions 
purely political. Mr 


vigour Seemingly yet 
Says he cannot get 

te Poper he needs, cannot Set 
cin nting capacity he needs 
wee ve to print a weekly two 
ahead of publication!) 


e staff what 
rve. 


wi 

260,000 in 1986 to 4.6m 

11 Pravda’s circulation has 
ved. And still they pay 


vda journalists three times 


Our rates.” The censor, he 


Writing on the wal 


Ko 
p tich at Ogonek, nothing of 


r circulation has gone up 


is still about — though he 
causes less trouble. 

He, too, thinks that the press 
remains protected - while Mr 
Gorbachev remains in charge. 

“After that meeting with Mr 
Gorbachev last year nothing 
happened. He showed the con- 
servatives that he could shout 
at us and that was all. Perhaps 
it is a sign that democracy has 
arrived: the leader makes a 
fuss and nothing happens. 

“We are not untouchable. Mr 
Gorbachev is not untouchable. 
But we exist in the struggle 
now. I feel hated, but I also feel 
supported, The battle will be 
open. 

Still, most journalists feel 


too dependent on the figure of 
Mr Gorbachev for comfort. 
Says Mr Vitaly Tretyakov, dep- 
uty editor of Moscow News: 
“With Mr Gorbachev gone, the 
whole thing could collapse. It 


still all comes down to him.” 


Journalists want something 
2 


Leningrad rea catching up with the news. The relative freedom of the 
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in writing, and they will proba- 
bly get it in this session of the 
Supreme Soviet. 

The Draft Law on the Press 
has been kicked about for at 
least two years, first under the 
conservative tutelage of Mr 
Victor Afanasev, the former 
editor of Pravda, and now 
under the more reformist over- 
sight of Mr Georgi Shakhnaza- 
rov, a former researcher at the 
Institute of State and Law and 
now an aide to Mr Gorbachev, 
as well as chairman of the 
standing committee on the law 
on the press. 

He believes the law should 
be ready to be tabled and 
passed this session. He Is cer- 
tain it is liberal, and will bear 
comparison with any in the 
world. 

Only two things trouble him 
— “and they are matters of 
controversy everywhere”. 
First, should an individual, as 
against a group or enterprise 


Press has been the more remarkable since it Is wholly a Party or state-owned press 


CONSTITUTIONAL REFORM 


Foundation laid for new 


THE CENTRAL element of 
President Mikhail Gorbachev's 
“New Political Thinking” has 
been the creation of a rule-of- 
law state in the Soviet Union. 
Glasnost and perestroika are 
instruments to this end, but 
the real innovation in Mr Gorb- 
achev's policy is that law — for 
the first time in Soviet history 
— is accepted as a universal 
human value and not merely a 
means to an end. 

The full implications of this 


“wiew for Marxist theory have 


yet tò be lars for classical 
Marxism always has empha- 
sised that state and law are 
ultimately doomed to wither 
away, to disappear under com- 
munism. 

Be that as it may, the foun- 
dation stones are being laid for 
its creation. Constitutional 
reform, Mr Gorbachev said, 
will be undertaken in stages. 
The first occurred in December 
1988 when the USSR constitu- 
tion was amended to create a 
new parliamentary body — the 
Congress of People’s Deputies 
of the USSR — and to intro- 
duce experimentally an elec- 
tion system under which multi- 
ple candidacies would be 
allowed. Further, a Constitu- 
tional Supervision Committee 
Was to be formed, and the role 
and prestige of the courts and 
the legal profession were to be 
enhanced. 


‘There has since been institu- 
tional progress. The parlia- 
ment was formed in June 1989 
and, though cumbersome with 
2,250 members, seems to be 
emerging as an independent 
force even though 89 per cent 
of the deputies are members of 
the Communist Party. Its tele- 
vised proceedings captivate the 
nation, 

The introduction of a Presi- 
dency into the USSR constitu- 
tion, for which the Congress of 
People’s Deputies has been 
convened in extraordinary ses- 


or party, be allowed to start a 
r. 


paper. 

“If we allow individuals to 
start them, we risk such mas- 
sive powers as (William Ran- 
dolph) Hearst had and (Rupert) 
Murdoch now has. To us they 
are symbols of men who com- 
mand too much political influ- 
ence. The international demo- 
cratic movement as a whole 
has not found a solution to this 
problem. The issue is 
who controls? The publisher or 
the journalists? 

“We believe the publisher 
should not have the right to 
censor an article — he must be 
given rights of influence, other- 
wise why bother to publish at 
all? He should have rights, and 
the editor and the journalists 
should also have rights, in bal- 
ance. Certainly, the journalist 
has the right to refuse to write 
something against his con- 
science.” 

One consequence of the 
Press law might be a certain 
falling off of the presently very 
great availability of “unoffi- 
cial” papers pms by 
groups, proto-parties, ecologi- 
cal clubs and individuals with 
something to say all over the 


country. 

Mr Shakhnazarov reckons 
there to be 2,000 of them. The 
new law will force them to 
declare their editor's name, 
where their financial support 
comes from and what their edi- 
torial line is. Some may find 
this requirement too restric- 
tive, and drop out. 

The relative freedom of the 
Press has been the more 
remarkable since it is wholly a 
Party or state-owned press. 
The new law should permit pri- 
vate, or at least co-operative, 
ownership. 

But any guarantee for its 
independence depends on the 
creation of democratic and 
market institutions. 


John Lioyd 


sion, is attributed to this need 
for expeditious resolute action. 
The December 1988 constitu- 
tional amendments called for 
adoption of legislation protect- 
ing the independence of the 
judiciary. In August 1989 a law 
on the subject was enacted, fol- 
lowed in November by three 
further enactments on the 
recall and disciplining of 
errant judges. Republics have 
been given the right to intro- 
duce the jury system in 
selected criminal cases. 
“Telephone lam“ 
received a lot of attention in 
the Soviet press, such that 
when candidates were put for- 
ward for election to the USSR 
Supreme Court, the deputies 
asked each whether he or she 
had ever been the recipient of 


Lawyers are taking their 
own measures to enhance the 
profession, Fees have increased 
slightly, but more importantly 
ceilings on earnings have been 
lifted and lawyers are at lib- 
erty to negotiate individual 
fees with foreigners. 

Two professional societies 
have been created. The Union 
of Jurists embraces lawyers of 
whatever kind (practitioners 
jurisconsults, advocates, 

judges, arbitrators, saans 

investigators; etc) 
a eae 
ship of more 30,000. The sec- 
ond, the Union of Advocates, 
accepts only advocates as 
members. 

Judicial review of the consti- 
tutionality of legislation, so 
hallowed in the US, was 


The real innovation In Mr Gorbachev’s policy 
is that law — for the first time in Soviet history 
— is accepted as a universal human value 
and not merely a means to an end 
— . 


telephone calls attempting to 
influence their decision in a 
case. All denied any such occa- 
sion, but the issue remains in 
the public mind and has 
become punishable in the new 
legislation. 

The experiment in spring 
1989 with multiple candidacies 
was considered to be successful 
and has been much expanded 
in the republican and local 
elections this spring. 

In December 1989 the USSR 
constitution was again 
amended in regard to elections, 
this time to eliminate the auto- 
matic one-third of deputies in 
the Congress of People’s Depu- 
ties who are indirectly elected 
by social organisations (the 
Communist Party, unions, 
unions of writers, composers, 
artists, etc). In the next round, 
no Party will be automatically 
assured of representation. 


mooted when the USSR consti- 
tution was changed to allow 
the appointment of the Consti- 
tutional Supervision Commit- 
tee. Several times in 1988-89 
union republic laws have been 
declared unconstitutional by 
the Presidium of the USSR 
Supreme Soviet, which pres- 
ently has jurisdiction over 
such matters. But when in 
June 1989 the government pro- 

sed candidates for the Com- 
mittee, the Congress of Peo- 
ple's Deputies refused to 
approve them pending the 
adoption of a law on the Com- 
mittee which would define its 
powers and functions, 

The republics were fearful 
that the Committee would 
become a powerful arm of cen- 
tral government. In the end, 
the constitution was again 
amended in December 1989 to 
increase the Committee mem- 


system 


bership so that every republic 
would be represented. And 
instead of a body modelled on 
the US Supreme Court, there 
emerged a pallid supervisory 
body with what, on paper, are 
rather limited powers to draw 
the attention of other agencies 
to unconstitutional enact- 
ments. 

However, in Professor S.S. 
Alekscev, the chairman of the 
new Committee, the country 
has an imaginative jurist capa- 

Commit- 


ble of developing the 


staged approach to con- 
stitutional reform may be shor- 
t. lived. In November 1989 the 
Supreme Soviet quietly 
appointed a commission to 
draft a new constitution. If a 
draft is produced (Khrushchev 
appointed such a commission 
in 1962; it reported in 1977), it 
would represent the fifth gen- 
eration of Soviet constitutions 
since the revolution (1918, 1924, 
1936, and 1977). 

Here, however, the likeli- 
hood is stronger that the Con- 
gress of People’s Deputies may 
abandon staged reform for a 
full scale replacement of the 
present constitution. 

Quite apart from the new 
presidency, the reforms in land 
legislation and the law of own- 
ership also require constitu- 
tional alterations. The issue is 
not public versus private own- 
ership, but how a reforming 
system develops responsive 
concepts of property which 
enable it to be deployed most 
effectively in the interests of 
the individual and society 
alike. 


Willlam Butler 


The author is director of the 
Centre for the Study of Socialist 
Legal Systems, University Col- 
lege London. 


FINANCIAL TIMES MONDAY MARCH 12 1990 


© 


ZCONOMIC reform 

Soviet Union faces three open” 
sles: the legacy of the past: the 
shaos of the present and’ the 
sonflict over the future. Five 
years of experience with peres- 
troika have made the obstacles 
look more formidable. It has 
always seemed unlikely that 
changes which challenge two 
generations of history will be 
brought about peacefully. They 
now look far more difficult 
than five years ago. 

Economic reformers talk of 
the need to create “a normal 
economy”. They mean by this 
a market economy, even if it is 
often qualified by the word 
“socialist”. “There is no wor- 
thy alternative to the market 
as the method of co-ordinating 
the activities and interests of 
economic agents,” states the 
document put forward, with 
President Mikhail Gorbachev's 
backing, by Deputy Prime Min- 
ister, Mr Leonid Abalkin, to an 
“All-Union Conference and 
Workshop on Problems of Radi- 
cal Economic Reform" last 
November. 

One way of thinking about 
the abnormality of the Soviet 
economy is that it is an 
extreme type of a war econ- 
omy. More is involved here 
than the burden of expendi- 
tures on defence. Also signifi- 
cant is the focus on heavy 
industry and indifference to 
consumption; the economy's 
isolation and extreme central- 
isation; the repressed inflation; 
the appeals to collective sacri- 
fice; and the paranoia. The war 
economy has satellites, but 
insufficient soap, missiles, and 
very little meat. 

The scale of the upheaval 
entailed by economic reform 
was not understood five years 
ago. Academician Mr Abel 
Aganbegyan, for example, 
expected that, as a result of 
perestroika, “the Soviet 
national income by 2000 would 
closely approach that of the 
US”".* But the real challenge is 
to avoid falling still further 
behind. Now, after almost five 
years of failure, this is at last 


Dr Aganbegyan’s analysis 
does at least explain why per- 
cipient economists had con- 
cluded that radical change was 
essential. Economic growth 
was declining, quinquennium 
by quinquennium, even on the 
official statistics, but Dr Agan- 

an agrees with western 
critics that these statistics 
were lies. In his view the econ- 
omy had become stagnant: by 
the early ‘1980s. ‘The Stalinist 
approach of throwing in ever 
cee resources had reached its 


ts, 

As Soviet growth has slowed, 
so has the rate of growth of the 
capital stock. The rate of 
growth of the labour force 
declined sharply as well, along 
with that of the availability of 
natural resources. Meanwhile, 
economic efficiency (total fac- 
tor productivity in western 
parlance) rose by little more 
than 1% per cent a year after 
1970, even on the official fig- 
ures. If Dr Aganbegyan is right 
in his view of Soviet growth, 
there must have been no pro- 
ductivity growth in the 1970s 
and a decline of about 8 per 


cent during the first half of the 
1980s. 


This desperately poor pro- 
ductivity performance was no 
accident. A huge proportion of 
Soviet resources are wasted on 
tanks and rockets. Investment 
is grossly inefficient (one study 
showing an average construc- 
tion period on 800 large 
machine ballding projecta of 13 
years). There is little incentive 
to increase efficiency, espe- 
cially when so many enter- 

rises are gliant monopolies. 

st but not least, while the 
advanced industrial countries 
were in the throes of the infor- 
mation revolution, the Soviet 
Union was years behind in the 
basic technologies > and 
regarded information itself as a 
contagious disease. 

Diagnosis was one thing; 
finding a cure another. The 
CIA estimates that, after a 
short-lived surge in 1986, gross 
national product rose by a 
total of 1% per cent over the 
ensuing three years, while 
GNP per head fell by more 
than one per cent. Moreover, 
this is the good news. The bad 
news is that the economy is 
threatened by inflation of Pol- 
ish proportions. 

Even the official statisticians 
suggest that inflation was 2% 
per cent in 1989, but then add 
another 5 percentage points for 
the non-availability of goods. 
The procedure is peculiar 
(since the non-availability of 
goods should appear in the fig- 
ures for output, not prices) but 
the point is sound. For citizens 
and visitors, the non-availabil- 
ity of almost any good one 
cares to name, except the rou- 
ble, has become the economy's 
salient characteristic. 

How have five years of peres- 
troika managed to turn the 
chronic ailments of the Soviet 
economy into a critical dis- 
ease? The answer is that a 
deeply divided and weakening 
central government has pur- 
sued policies that were inter- 
nally contradictory and too 
often ill-considered. Perhaps 
the most fundamental, and 
most frequently recurring, con- 
flict is between disciplinary 
campaigns, on the one hand, 
and a shift to market mecha- 
nisms, on the other. 

In the spring of 1985, acceler- 
ation of the country's social 

and economic development 
was Mr Gorbachev's main 
demand. This acceleration pro- 


unre was a disaster, exacer- 
» bating bottlenecks in the econ- 


omy and providing a boost to 
largely unproductive invest- 
ments. 

Equally disastrous was the 
anti-alcohol rogramme, 
described by Anders Aslund** 
as “a full-fledged disciplinary 
campaign of the old style”. The 
short term effects were impres- 
sive, the longer term ones cata- 
strophic, including a huge 
increase in illegal distilling 
(with no fewer than 900,000 
stills confiscated within a year 
and a half) and an important 
loss in government revenue. 

The failure of crash pro- 
grammes of the traditional 
kind seems to have gone some 
way towards persuading Mr 
Gorbachev that something dif- 
ferent and more radical was 
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required. The watershed was 
the plenary meeting of the 
Party’s Central Committee in 
June 1987. This was followed, 
shortly afterwards, by the Law 
on State Enterprises and, 
almost a year later, by the Law 
on Co-operatives. 
Unfortunately, both these 
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responsible for statisti 

siinne the monetary 0er. 
hang” at Rbsl65bn, which is 
close to 40 per cent of the liq- 
uid assets (in cash and savings 
accounts) of the population. 
The State Bank may argue that 
the overhang is “only” 
Rbs130bn, but does not doubt 
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Some people believe that It would be easter 
for the Soviet Union to achieve communism 

than return to capitalism 
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market-oriented reforms were 
hamstrung from the start. The 
Law on State Enterprises 
endorsed a mutually incompat- 
ible combination of enterprise 
independence with centralised 
management (enforced through 
discretionary taxation and 
state orders, which still cover 
more than 80 per cent of the 
total output of state enter- 
prises). Equally half-baked was 
the introduction of co-opera- 
tives, which remain outside the 
system of state supply and 
attract the resentment atten- 
dant upon their inevitable 
links with grey and black mar- 
kets. 


At least these efforts have 
been educational. They demon- 
strate that one cannot have 
just a bit of a market. But they 
also show that the crumbling 
political system can disorgan- 
ise the existing system far 
more easily than reform it. 

Of nothing is this more true 
than of money. At the heart of 
the current problem is the defi- 
cit in the state budget (on 
which information was at last 
provided in 1989). As a conse- 
quence of the investment 
expansion, the anti-alcohol 
campaign, increased social 
expenditures and the fall in the 
world price of oil in 1986, the 
deficit increased from Rbs18bn 
(2.7 per cent of GDP) in 1985 to 
Rbs90bn in 1988 and Rbs92bn 
in_1989 (around 11 per cent of 
GDP in both cases). After 
strenuous efforts, the deficit is 
expected to fall to 6 per cent of 
GDP in 1990. 

Since 1984 the ratio of liquid 
savings deposits to retail sales 
has risen from 64 per cent to 86 
per cent, while government 
debt has risen from 16 per cent 
to around 45 per cent of GDP. 
Goskomstat, the official body 


that it is huge. 

The worthlessness of the 
currency also undermines eco- 
nomic decentralisation. Who 
would work harder to earn use- 
less pieces of paper? At the 
same time, enterprises make 
things worse, by engineering 
concealed inflation through 
changes in their product mix 
and then paying higher wages 
(a process condemned as 
“group egoism"), The break- 
down in central control over 
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sumer goods, rather than too 
fast a switch to a market econ- 
omy. Plans to reform farm gate 
prices for foodstuffs were post- 
poned to 1991. Retail prices 
would not be changed before 
1992, and then only after a 
nationwide debate”. 

Mr Ryzhkov's intervention 


gramme. The budget deficit 
may be reduced as planned, 
but it would still be 6 per cent 
of GDP. The envisaged sale of 
various bonds will at best neu- 
tralise the monetary effects of 
this year’s budget deficit, but 
will do nothing about the mon- 
etary overhang. The plans for 


One way of thinking about the abnormality 
of the Soviet economy Is that it is an extreme 
type of a war economy 


leaves the Abalkin programme 
as the blueprint for the re-ori- 
entation of the economy. Its 
significance is moot, however, 
since it seems inconceivable 
that the Soviet economy will 
be stabilised in 1990. If so, nel- 
ther price reform nor a move 
to the market is likely. 

The expected boost in the 
output of consumer goods in 
1990 (now Rbs60bn or 15 per 
cent) looks like just another 
over-optimistic crash pro- 


penal taxation of high wage 
increases contain too many 
exceptions. 

More radical programmes 
can be envisaged. These would 
include elimination of the bud- 
get deficit, monetary reform 
and acceptance of a degree of 
inflation (along with measures 
to protect vulnerable groups). 
Such an emergency pro- 
gramme could be followed by a 
radical price reform, which 
would, in turn, set the basis for 
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market formation of prices, 
greater decentralisation of 
enterprise, a vigorous anti-mo- 
nopoly policy and partial con- 
vertibility of the rouble. 

Yet the Government shows 
no stomach for the radicalism 
that has any chance of work- 
ing. There are several reasons 
for this reluctance: the scale of 
the upheaval that would 
unquestionably follow; ideolog- 
ical blinkers; the opposition of 
an apparatus that contains 
some 18 million members, all 
of whom actually or potentlally 
benefit from the power and 
perquisites given them by the 
shortage economy; and, per- 
haps most important of all, the 
antipathy of a population 
taught for 70 years to despise | 
everything — success and fail- 
ure, unemployment and 
inequality, profits and property 
- that makes an market econ- 
omy work, 

The market cannot just be a 
pretend, “socialist” one. It 
must be a real one, with real 
consequences and real casual- 
ties. But such reforms would 
not only defraud the people of 
what they thought were their 
earnings, but of almost all they 
have been taught and were 
told they had achieved over 
three generations. No wonder 
some say that it would be 
easier for the Soviet Union to 
achieve communism than 
return to capitalism. Unfortu- 
nately, a smooth transition to a 
“planned market economy” 
looks more unlikely than 
either. The war economy is 
dying, but there is as yet no 
successor, except chaos. 

* Abel Aganbegyan, The 
Challenge: Economics of Peres- 
troika (London: Hutchinson, 


1988) 

Anders Aslund, Gorbachev's 
Struggle for Economic Reform: 
the Soviet Reform Process 
1985-88 (Ithaca, New York: Cor- 
nell University Press, 1989) 


HOW LARGE is the Soviet 

Economy? How does its struc- 

ture differ from that of the 

leading industrial countries? 

Now that gross national 
produce is estimated by the 

oviet statistical authorities, 
these questions might sound 

uite simple to answer, but 
they are not: This is not only 
because Soviet statistics are 
particularly unreliable, but 
also because the official 
exchange rate for the rouble is 
arbitrarily determined and the 
structure of prices in the 
Soviet Union is also very differ- 
ent from that in the West. 

At the average official 
exchange rate of $1.59 to the 
rouble, the Soviet Union's 
gross domestic product in 1987 
would have been only $1.3 tril- 
lion (million million). In that 
year the GNP of the US was 
$45 trillion, Japan $2.4 trillion 
and West Germany $1.1 tril- 
lion. On this basis, therefore, 
the economy of the Sovict 
Union was considerably 
smaller than that of Japan and 
little larger than that of West 
Germany. 

But the Soviet Union is more 
economically powerful than 
that. The size of its economy 
must be recalculated, using not 
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the official exchange rate, but 
a common set of international 
prices. 

For the western economies 
such purchasing power esti- 
mates of GNP are computed by 
the European Community and 
the OECD; for the Soviet Union 
comparable estimates have 
been prepared by Mr Borls Bol- 
otin, a researcher at the Insti- 
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Measures of the task ahead 


tute of World Economy and 
International Relations. 

Such estimates are unavoid- 
abiy rough and ready, icu- 
larly when the quality of 
Soviet goods is so much worse 
than of those of the West, But 
Mr Bolotin's estimates of the 
overall size of the Soviet econ- 
omy are at least close to those 
of analysts in the CIA, (But 
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turns out to be more than 
twice as large as that of West 
Germany. (On PlanEcon fig- 
ures, however, the purchas 

wer of Soviet GDP would 

ave beeh only $1.5 trillion, 
less than that of Japan.) 

The Soviet Union is unques: 
tionably a poor country, 
overall economic size being 
explained by its large popula- 
tion. GDP per head on a pur- 
chasing power basis — esti- 
saben by Mr Bolotin at 41 0 

~ was 42 per Ce 
that of the US and about half 


those of 

France, West German: + di 

whi the UK and Italy (all of 

together) Real atiy close 
0 89. Per he 

be el Soviet Union would then 
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lon since 1913 
ave been modest. 
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the yerovement relative to 
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tion intial since the Revolu- 
» that against Germany and 
Italy h. been small, while 
y has moved further ahead. 
is et Personal consumption 
imited not only by the low 
ace income per head, but 
Gn by its low share in Soviet 
8 P. In 1987 the share of 
‘oviet GDP devoted to the con- 
sumption of the population (in 
lomestic prices) was a mere 56 
per cent, against 70 per cent in 
the US and 60 per cent even in 
Japan. 
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Structure of gross domestic expenditure in US & USSR 


1987 GDP 


(Total 827 billion) 


In Dollars & 
International prices 
{Total 2,222 billion) 
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In domestic prices almost 
two thirds of Soviet final con- 
sumption (which includes gov- 
ernment-provided personal 
consumption) goes on food and 
clothing, a much higher pro- 
portion than in the leading 
industrial countries. 

A far smaller proportion of 
such consumption goes for per- 
sonal transportation (cars), 
housing, education and medi- 
cal care. In “international” 
prices, expenditures on per- 
sonal transportation shrink to 
almost nothing, while those on 
health remain remarkably low, 
at only 4% per cent of GDP (as 
a 1% per cent in the 

). 


The low share of Soviet per- 
sonal consumption in total 
expenditures partly reflects the 
high share of government con- 
sumption. Defence spending 
was particularly onerous, at 9.8 
per cent of GDP in domestic 
prices (on the official figures) 
and 12.7 per cent of GDP in 
“international” prices. 

Western analysts argue that 
defence spending is, in fact, 
substantially higher than offi- 
cially indicated, perhaps as 
much as 13 per cent of GDP in 
domestic prices and 17 per cent 
in US prices. 

The investment effort is 
almost equally impressive. Of 
the leading industrial coun- 


tries only Japan invests a 
larger share of GDP than the 
Soviet Union, 

Yet, correctly measured, 
Soviet income per head seems 
to have stagnated for over a 
decade. No more powerful Indi- 
cation could be given of the 
extent of the inefficiency that 
President Mikhail Gorbachev's 
economic reforms are intended 
to remedy. 


Martin Wolt 


* Paul Bairoch, Europe's 
Gross National Product 
1800-1975, Journal of Economic 
History, 1976, p. 297 
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An outsider knocking 
on the West’s door 


“THE WORLD economy is 
becoming a single organism, 
and no state, whatever its 
social system or economic sta- 
tus, can normally develop out- 
side it." So said President Mik- 
hail Gorbachev in a speech to 
the UN General Assembly in 
December 1988. In a subse- 
quent speech in London in 
April 1989, he asserted, quite 
bluntly, that “our economic 
reform presupposes the Soviet 
Union’s closer integration into 
the world economy.” 

No country has tried harder 
to develop outside the world 
economy. The Soviet Union is, 
as a result, a peripheral player 
in both world trade and invest- 
ment, which are, in turn, mar- 

in the economy of the 
Soviet Union. The lengths to 
which it has gone are a mea- 
sure of the changes that will be 
required if it is to integrate 
within “the single organism” 
of the world economy. 

For example, the rouble 
remains almost entirely uncon- 
vertible into foreign exchange 
(or, indeed, anything else). 
Moreover, a combination of for- 
eign exchange retention quotas 
and 3,000 product-specific coef- 


ficients for conversion of for- 
eign currency into roubles has 
created one of the world’s most 
elaborate multiple exchange 
rate systems. 

While designed to encourage 
processing of raw materials, 
the number of foreign 
exchange coefficients also 


reflects the isolation of domes- 
tic from world prices. Accord- 
ing to calculations done at the 
State Bank, the purchasing 
power exchange rate for the 
rouble varies between 30 
kopeks to the dollar for food 
(at official prices), to between 
Rbs3 and Rbs5 to the dollar for 
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many consumer goods, to 
Rbs30 to the dollar for more 
sophisticated consumer goods, 
like video cassette recorders. 

An inevitable consequence of 
the isolation of the domestic 
from the global economy is 
that the Soviet Union exports 
rather little, while its pattern 
of exports is that of a third 
world country. Thus, in 1988 
about 36 per cent of Soviet 
exports to the non-socialist 
world consisted of fuel and 43 
per cent of its total exports 
were of petroleum and gas. 

In 1988 total Soviet exports 
were $1llbn, of which only 
$43bn were for convertible cur- 
rency, while Soviet imports in 
that year were $107bn, with 
$39bn in convertible currency, 
leaving the country with a 
modest current account sur- 
plus (in convertible currencies) 
of $3.8bn (after allowing for 
invisibles). 

According to the Gatt, this 
overall performance made the 
Soviet Union the world's 
eighth largest exporter, coming 
just after and account- 
ing for 3.9 per cent of world 
exports (which can be con- 
trast with the Wiese — 
Share uf 11 A per cent and the 
Us share of 11.1 per cent.) On 
this basis, the Soviet presence 
in world trade is not insignifi- 
cant. But that conclusion is 
misleading in two respects. 

First, if one looks at exports 
for convertible currency (and 
so subject to free international 
competition), the Soviet share 
of world exports is well below 
those of small economies such 
as Taiwan, Hong Kong, South 
Korea, Switzerland or Sweden. 
Second, only 47 per cent of 
Soviet exports to non-socialist 
countries were manufactures. 
At around $20bn, these exports 
were less than half those of 
Hong Kong or South Korea and 
were dwarfed by those of the 
leading western economies. 


Regional trade structure 


This feeble export perfor- 
mance must be transformed if 
an increasing proportion of 
Soviet output is to be made 
subject to international compe- 
tition (whether at home or 
abroad). Without expanded 
exports of manufactures for 
hard currency, imports will 
remain constrained by the lim- 
ited Soviet capacity to increase 
its external borrowing (a con- 


cern to the Soviet authorities 
already) and by its still more 
limited capacity to expand 
exports of petroleum. 

It is true that new arrange- 
ments within Comecon will, in 
time, increase Soviet hard cur- 
rency revenue from energy 
exports. Yet even that silver 
lining has a cloud, since Soviet 
enterprises will lose a pro- 
tected export market. 


Radical change may be 
needed, but - as in other areas 
of Soviet economic life — 
reform has been half-hearted 
so far. Domestic prices remain 
as divorced from those in the 
world market today as five 
years ago and the rouble is, if 
anything, still further from 
convertibility. Unsurprisingly, 


most interesting 
changes have been the some- 
what restricted permission to 
enterprises to make their own 
trading arrangements and the 
encouragement of joint ven- 
tures. The former demanded a 
vigorous assault on the previ- 
ously all powerful Ministry of 
Foreign Trade. 

At the strategic level the 
State Foreign Economic Com- 
mission was established as a 
“super ministry” in charge of 
policy-formation in external 
economic relations. Mean- 
while, 12,680 organisations 
(more than a quarter of the 
larger enterprises) have regis- 
tered their intention to con- 
duct external trade on their 
own behalf. 

One problem created by the 
freedom granted to enterprise 
is that, in their desperation for 
hard currency, they are pre- 
pared to sell almost i 
they can get their hands on. 
Several scandals have been the 
inevitable consequence of 
granting such freedoms in the 
context of the hugely distorted 
Soviet economy. As with the 
co-operatives, these scandals 
tend to discredit the whole idea 
of decentralisation in trade. 


Some 1,264 joint ventures 
from 60 countries have now 
been registered, but only 200 
are operating, mostly on quite 
a small scale, the average capi- 
tal employed in the more 
recent joint ventures being a 
mere Rbs3.3m (£3.3m, at the 
official exchange rate). 

As Mr Ivan Ivanov, deputy 
chairman of the State Commit- 
tee on Foreign Economic Rela- 
tions remarks: “Joint ventures 
are just one channel” for open- 


‘Our economic reform 
presupposes the 
Soviet Union’s closer 
integration into the 


world economy’ 
SS — 
ing the Soviet economy. He 
also describes them as a 
“model of the the post-reform 
Soviet economy”. In the pre-re- 
form economy, however, they 
are of marginal importance, 
partly because of the obstacles 
they face, the greatest being 
obtaining supplies in a Soviet 
economy which still works on 
administrative lines. 
Meanwhile, the Soviet Union 
is flirting with the idea of 
membership of the, Gatt and 
the International Monetary 
Fund. But, however symbolic 
this would be, membership of 
these institutions is a side 
show. Mr Gorbachev's desire 
for integration of the Soviet 
into the global economy is 
waiting for Godot: meaningful 
economic reform at home. 


Martin Wolt 
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ance. In the West he would be again by the government. “If supplies at the low official 

seen as a blend of an egalitar- other people come to power. 8 

ian and a classical liberal, whom the people trust, they In addition, “a monetary 
Professor Popov argues that will agree to the reform.” reform must be introduced 

“economic reform has come to To alleviate popular resis- immediately According to 


tance, Professor Popov argues Professor Popov's proposal. 

for combining price reform would have to just 

the communist apparatus and with of basic z 
i stuffs for the benefit of vulner- 


tence. able like pensioners. have the money 
“This is why external pres A Sharp decline in invest- more likely, would leave It 
defence spending unclaimed. 


sure must be imposed either by ment a 
the “will release vast resources to His proposal differs from 
the consumer sector, where- that the United Workers 
upon market prices will Front, a “conservative” popu- 
down, though they will be list movement. which favours 
higher than they are now. confiscation of all sums over A 
“In any case, the govern- certain amount perhaps 
ment will end up with a sys- Rbs15,000 (£15,000 at the official 
tem of rationing, but not until exchange rate). 
it has first ruined the country. Professor Popov's intention, 
Only members of the appara. in contrast, “is to show as 
tus are against rationing, much consideration for the 
because they can now obtain people as possible. This is why 


asserts. 

‘The public is against price 
reform, he admits, but he 
ascribes this reluctance to the 
fear of being deceived once 


Interview: Victor Geraschenko 


“THE SOVIET people want a “which is why enterprises have Accordingly. “we will have 
administrative methods and 
bargaining between enterprises 
and the Government for a com; 
paratively long period of time.” 
The current difficult eco- 
nomic situation Mr Geras- 
chenko ascribes to “the 
changes introduced in 1987, 
prises were fre to choose what 
were to what 

trial units we will be able to to produce and how to satisfy 
rate market demand, everything 

would work perfectly , Control 
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solve the problem.” Mr Geras- 
chenko notes that monetary 
reform must affect the bulk of 
ordinary savers. "Some ple 
in trade unions say that a 
money reform would take 


CO-OPERATIVES 


‘no’ to enterprises,” 1 
‘The previous centralisation 
under the pretext of ‘rational’ 
development means that many 
enterprises are monopolies.” 


de notes, enterprises only pay 
interest at around 2 per cent, 


Right reform at wrong time 


FOR President more than im, while their for the opportunity to earn 
Gorbachev and the radical 88 el dr 3 
Rbsibn (t Ibn at “The labour prodoctivity 
ves are a respectably | -official exchange rate) in 1987 | of workers 
earns cages — (pone noon 2 ‘was three five even 10 
‘The Law on Co-operatives | are private businesses. A production.” reported izvesti 
adopted in 1988 was of three founders on February 27 1988. In 
Mr Anders Aslund notes — . — the local 5 deen — — 
his study of economic reform ate 
in the Soviet Union,* “the law 
5 how much easier Co-operatives stick out like a sore thumb. 
2 2 pomana They were introduced into an economy (and 
private ownership.” society) that has no legitimate place for them 
Unfortunately, this turned 
Fafara at the wrong tins. 
wrong time. authority, which must — in restaurants 
At one level co-operatives both registration and * — —— ry 
have been a success. Mr Victor | premises. are either far better than state 
evich Rudenko, the business can be resold; or have no state 
nt of the All-Russian itis h equivalent at all. 
Union of United Co-operatives Addii workers can join, The high prices in 
and aen 5 4 elther as nens or "E co-operatives do not just affect 
ý a wage coni People like fore! Ordinary 
impressive statistics. In Professor Alexei Sergeyev, . doth the nien 
he says, there are an adviser to the conservative | prices and, by their standards, 
now 7,000 co-operatives, United Workers Front, huge incomes. State 
employing 300,000. In the complain about the lack of functionaries, in particular, 
lan Federal Republic as Job security, But this is feel the direct competition of 
a whole co-operatives employ probably a small price to pay co-operatives, complaining 
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- Turn-key projects 

- Technical assistance and know-how 
- Machinery and equipment supply 

- Compensation trade 

- Buy-back agreements 

- Joint-ventures establishment 

- Project financing 


The group and associated companies have secured in the last years to 
peve: Union entities various projects, totalling over US$ 250 million, 
uding: 


- ashoe components manufacturing turn-key project, Moscow 
- rehabilitation of various tanneries throughout the country 
~ joint-venture companies in Togliattigrad and Vitebsk 


Currently, our group promotes and is ex 
f, pected to finalize projects in the 
Soviet Union worth US$ 300 million approx., to enter into Nabe in the two 


For leather and footwear projects in the Soviet Union, please contact us: 
Plants S.p.A. 
20123 000 fa 
i? 2-801576 
r oe PLANTS | 
uo Curri, Sen. Engineer, Projects Director 
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money from the grey economy, Mr Geraschenko notes that Although fear of Soviet 
but I do not think it wi “the unrealis- | power has receded, and the 


achieve this The wealth of 
people engaged in the grey 
economy Is in durable goods.” 
Not that Mr Geraschenko is 
any more enamoured of the 
Ministry of Finance's proj 
for financing the fiscal deficit. 
The Ministry of Finance is 
planning to issue up to 


that “co-operatives will 


mora] atmosphere (Izvestia. 
1988). 


functionaries and workers can 
unite, 


“We live in the trenches,” 
complains Mr Rudenko, 
Taxation is arbitrary. In 
Leningrad, he „ is 
difficult to register new 
co-operatives and often 
Impossible to obtain premises, 


‘Trading 9 purchasing 
co-operatives are not be! 
—.—. at A both r 

an 
in Moscow medical” mie 
co-operatives have been closed 
down, In Uzbekistan 
pel — all trade 


accounts in state banks, 
Mr Rudenko. They have even 
been put under strong moral 
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co-operatives ts that of Joseph 
Heller's Catch 22: as an allen 
implant in the Soviet shortage 
economy, co-operatives must 
operate in tho risk; 

expensive world oft 


and persecution 
the state of the D 


symbolises that of economie 
reform Itself, — 
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need | has improved, hi 
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in | economic and trade climate 


for rapid 
development of the Far East 
may still prove premature 
because of continued obstacles 
both domestically and with for- 


earn the dollars?” He also | eign partners 


A characteristically grand 
Rbs200bn investment pro- 
gramme by 2000 was fixed in 
1986, following Mr Gorbachev's 
speech. Yet Mr Oleg Renzin, an 
economist at the Far Eastern 


puins a certain period of | Branch of the Institute of Eco- 
icultly to control inflation.” | nomic Research in Khaba- 
The question is whether the | rovsk, says the programme is 
economic reform andthe ambi- | already in deficit and the 
tious hopes for an independent | investment figures have been 


central bank and financial sys- | cut. 
tem will survive the shock. 


Martin Wolf 


Even so, as Mr Renzin points 
out, this is not necessarily 
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High hopes 


developed region, the Far East 
economy is less distorted by 
the Sovict central planners’ 
2 


raw materials and heavy 
Industries, with provision of 
housing, food and consumer 
s a mere afterthought. 
re is at least a possibility 
that Far Eastern development, 
Integrated with regional econo- 
mies, can be demand led and 
thus end up producing and 
trading for more useful goods. 
The Far East is not a low 
cost operating base. Severe 
Arctic weather conditions 
affect most of the area, and 80 
por cent is in permafrost. This 
condition leads to water-logged 
surface condition in the sum- 
mer months, because of poor 
drainage, and prevents normal 
building construction, which 
could melt subsurface ice and 
cause subsidence. 
Labour recruitment and 


The Soviet Far East 
is a promise that has 
never been fulfilled 


retention in the area has 
proved a persistent problem. 
Although wages are between 
40-200 per cent higher than in 
central Russia, there is still lit- 
tle to be purchased. Housing is 
in short supply and cultural 
amenities are austere 

There are ambitious plans to 
expand electricity generating 
capacity in the region from 
current levels of 40GW to 
110GW in the next 15 years 
This would include a new 
nuclear plant, more large 
hydroelectric stations, a 
10OMW tidal power station, a 
vast increase in gas-fueled gen- 
erators, as well as a 50 per cent 
increase in coal burning, even 
though coal's share of power 
generation is to drop from 
from 80 per cent to 50 per cent 

It remains to be seen 
whether these plans are finan- 
cially or environmentally 
acceptable. Mr Anatoli Kolen: 
chenko, chairman of the 
recently-formed Khabarovsk 
Territory Committee of Nature 
Protection, which must now 
sign off on all new Industrial 
developments, calls the local 
environmental situation 


This announcement oppeors as a matter of record only 
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to finance the offshore costs associated with the constructio; 
of a petrochemical facility for the production of butyl aad. 
halo-butyl rubbers at Tobolsk in the USSR. 
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The Far East has large gas 
deposits in Yakutia and on 
Sakhalin Island The Chinese 
have offered to build a pipeline 
from Yakutia into China at 
their own expense, which 
would allow production of 
more than 25bn cu m of gas 3 
year. However, the project has 
stalled because of doubts over 
how the Chinese will pay for 
the gas. 

Similarly, the Sakhalin proj 
ect for gas export to Japan is 
stalled Although the Soviets 
have been told the Japanese do 
not need the gas, the more 
likely reason is that Tokyo will 
frown on a project of this scope 
until resolution of its territo 
rial dispute with Moscow. This, 
indeed, is inhibiting all Japa 
nese companies, who have $o 
far limited their involvement 
in the Far East to small-scale 
projects, such as fsh or timber 
processing. 

Hyundai has become the 
first South Korean company to 
open an office in Nakhodka, 
the seaport where a special 
economic zone is planned, and 
is to start exporting 
timber later this year. There is 
talk of a Khabarovsk Seoul air 
link. North Korea ts setting up 
a joint venture to process gin 
seng. while China has a joint 
venture restaurant. the Harbin, 
in the city. 

Twoway border trade with 
China in the Khabarovsk terri 
tory doubled last year to 
Rbssom. although there arr 
doubts about future growth 
after the licence requirements 
were imposed on local enter 
prises by the central govern 
ment Total foreign trade for 
the territory rose from 
Rbs300m to Rbs416m. 

The US is also beginning to 
play a role. Flights to Anchor 
age are being planned. A small 
US joint venture is operating 
which provides services to vis 
iting businessmen. Mr Renzin 
speaks optimistically about the 
future: “We have been accumu 
lating and have such a large 
package of projects that this 
potential will inevitably come 
into being” 

Yet what has happened so 
far is really small potatoes and 
it remains to be seen whether 
Moscow will set conditions to 
make large scale toreign 
involvement of the sort envi 
sioned attractive. 
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REFORM of the Soviet banking 

, system is one of the key elements of 
President Mikhail Gorbachev's 

© drive for greater efficiency. He 
wants banks to help to introduce 
proper credit disciplines into the 
~ Soviet economy. But the task is 
immense, and the disciplines will 
work if credit — like every- 


only 
thing else - is given a r price. 
the reform is specially sensitive 
because of the high place that 


? banks have always occupied in com- 

ı munist demonology. The state appa- 

ratus is also loth to hand financing 

power over to the banks. None the 

change is afoot, and banking 

© legislation will be proposed quite 
soon. 


t e aim is to introduce the clas. 
sical rating structure of a market 
+ economy,” says Mr Sergei Yegorov, 
the chairman of the Moscow ik- 
Union, the trade association for 

‘ Independent banks in the capital. 
Traditionally, banking has been a 


FINANCE 


In search of great 


Bank for industrial e 
Sberbank for Sa „ ani 
Vneshekonombank for international 


At the same time, the establish- 
ment of independent banks was per. 
mitted, and these sprang up like 
mushrooms. Within 18 months, 
there were some 200 of them. They 
took three forms, so-called bran 
banks created and owned by large 
enterprises such as the automobile 
industry, co-operative banks, and 
innovation which are similar 
to western venture capital banks. 

The hope is that the specialist 
banks will play a big role in ginger- 
ing up the market by becoming uni- 
1 banks and compe! among 
each other western-style. 
them may even be converted into 

Joint stock banks with corporate 
shareholders. 

But thus far their record has been 
disappointing. They have been 
accused of merely creating their 
own monopolies and adding even 


me of 


~Spocial 


Vneshokonombal 
Zhilsotsbank 


who strongly favours radical 


Sberbank 


h state monopoly handled by Gos- 
dank the state 
banking 


introduce commercial 


k. But it was not 
in the western sense, more 
a machine for doling out state 


ing business, handing over most of judgments. 


its lending and other functions to 
five specialised banks, Agroprom- 
agriculture, Zhilsotsbank 
for municipal services, Promstroi 


Y bank for 


z 
1 
« TRADITIONALLY, the Soviet 
c Union has always enjoyed a 

high standing in the interna- 
y tional financial community: it 
» paid its debts on time, and its 
huge natural wealth gave com- 
1 fort to its creditors, But that is 

to cl 

One reason is the predictable 
+ effect of the steady deteriora- 
i tion in the economy. External 
~ debts are mounting and strains 
vare beginning to appear in 
«Moscow's hard currency 
y accounts. But another reason 

is the one of eco- 
* —.— reform. Where feri 85 
f was previously centred on 

Vneshtorgbank, the foreign 
i trade bank, it has now been 
: dispersed among dozens of 
Soviet ministries and enter- 
prises. all of which have to be 


ly foreign 
neers. ene 
nes! es succes- 
Sor under the reforms, 
backed by state guarantee. 
Fortunately for the Russians, 
| their credit standing is suffi- 
i ciently good to remain 
į untinged by Third World-type 
worries, But the big question is 
| just how much the Soviet 
| Union will have to borrow to 
get its ramshackle economy 
! back into shape. Who will lend 
it this money, at what price? 
| The Soviet debt is one area 
| where glasnost has yet to pene- 
| trate fully. No official figures 
are available. But a Moscow 
| trade journal reported last Sep- 
| tember that the gross hard cur- 
rency debt was equivalent to 
about $44.7bn at the i 
ol 1989, and this is not denied 
by Soviet banking officials. 
H they admit it has gone 
up since then. 
is not excessive for a 
‘country the size of Soviet 
Union, particularly since it has 
some offsetting deposits in 
‘western banks, and a large 
gold stock. More worrying is 
the annual servicing cost of 
|$19bn at a time when the 
Soviet Union is running a hard 
(currency trade deficit of more 
According tothe O 
| ing to the OECD, the 
Soviet Union’s ratio of net debt 
to hard currency exports 
\ex 100 per cent for the 
rst time last year. Western 
bankers report ing inci- 
dents of yed payments, and 


more bureaucracy to the banking 
system. And as far as Gosbank is 
concerned it rej raa 10 loss of 
investments. Two years ago, moves monetary control use the banks 
f —.— to break this — and still dole out huge amounts of loans 

danking. according to ministerial diktat 
Gosbank pulled out of the financ- rather than applying proper credit 


“We have not achieved much that 
is positive with the banking reform 
so far,” admits Mr Victor Geras- 
chenko, the chairman of Gosbank 


INTERNATIONAL BANKING 


Soviet debt 


all this 18 up the Rusi 
sians’ cost of money in the 
market, with spreads on Soviet 
credits more than doubling. 
“The situation is becoming 
quite tight,” admits Mr Victor 
Geraschenko, the chairman of 
the State Bank, partly because 
of additional grain purchases 
that have had to be made. But, 
he says, “the Council of Minis- 
ters is aware of the situation.” 
On the other hand, the 
Soviet Union clearly does not, 
at this point at any rate, see its 
salvation in massive external 
borrowing. This was ruled out 
by Mr Nikolai Ryzhkov, the 
Prime Minister, in January 
when he said: “The govern- 
ment Is perfectly well aware of 
the heavy economic and politi- 
cal consequences of high for- 
eign currency debts, and the 
debt, unfortunately, continues 
to grow.” 
As for opening up the coun- 
try to direct foreign invest- 
ment — another possible solu- 
tion — that remains beyond 
the political pale. Mr Ivan Iva- 
nov, deputy chairman of the 
State Committee on Foreign 
Economic Relations, which 
oversees the entire foreign 
trade system, says: “There are 
still very strong philosophical 
objections to that, to say noth- 
ing of technical obstacles. Let's 
wait and see.” 
For all these reasons, the 

role of western finance is 
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expected to remain rather lim- 
ited in the foreseeable future. 
Moscow's 43-strong foreign 
banking community is focus- 
ing on financing opportunities 
for very specific projects, pref- 
erably those with some kind of 
foreign currency generating 
content, while the Russians 
themselves wants more deals 
with non-recourse finance, 

The decentralisation of for- 
eign trade has been a compli- 
cating factor for foreign bank- 
ers, who have been cautious 
about dealing with unfamiliar 
entities whose credit standing 
is unclear. “We would have to 
look very carefully at the new 
banks,” says Mr Richard Cole, 
the Midland Bank’s representa- 
tive in Moscow. The western 
governments’ official export 
credit agencies are also having 
to decide whether to extend 
their guarantees to new names, 
So far only three, the Belgian, 
Italian and Spanish, are doing 
so on a basis. 

Vneshekonombank, which 
regulates the foreign borrow- 
ings of Soviet enterprises, has 
been cautious about loosening 
the reins, knowing that decen- 
tralisation can quickly lead to 
matters getting out of control 
~ as happened in China dur- 
. eae reforms in the mid- 


So far, according to Mr Alex- 
ander Kolpakov, a general 
manager at the bank, it has 


cl 5 

Sberbank with its Rbs340by 
deposit mountain is also scheduled 
to play a more active role than in 
the past when it merely acted 
vacuum cleaner for savings to 
finance the government 

However its 77,000 agencies are 
only 10 per cent automated, and its 
profitability is entirely at the mercy 
of whatever interest rates the 
authorities choose to set. Although 
it has joined Visa, its credit cards 


Kes thei 


banks are 


The more 


only licensed 49 enterprises 
from thousands of applications. 
And all hose are to 
make it plain to their creditors 
that they have no state guaran- 
tees. “We have to be very cau- 
tious because of the inexper!- 
ence of these enterprises,” he 
says. On the other hand, the 
fact that they have been 
licensed is itself a comfort 
because it means they have 
official Soviet approval. 

Foreign borrowing rights are 
also being withheld from the 
smail new commercial banks 
which are springing up around 
the country, many of them 
itching to get involved in hard 
currency business. “None of 
them are equipped to deal in 
international markets,” says 
tr Kolpakov, “Even we have a 
shortage of qualified staff.” 

99 — many e mx 
ol to obtain currency 
through the official auctions. 
But so far only two of these 
have been held, and the partici- 
pants have been limited to the 
more important state-owned 
enterprises with the result that 
the amount of currency traded 
has been tiny. Although many 
experts are saying the auctions 
should be opened up, Vneshe- 
konombank seems wary of 
making them too big too 
quickly. 

One innovation was the cre- 
ation last year of a new bank, 
Moscow International Bank as 
a joint venture between Vne- 
shekonombank and six west- 
ern banks. Although not yet up 
and running, the new bank 
will have borrowing rights and 
could become another impor- 
5 source of Soviet ſinance. 

Eventually, the Soviet Union 
will get round to applying for 
membership of the Interna- 
tional Monetary Fund, and fol- 
Talks anes the World Banie. 

only at the initi 
sae Dee Soviet officials are 
0 cid indicating that their 
heli not simply to lay 
their hands on large new 

sources of 5 i 
the IMF it ice. “If we join 
upan will not be to open 
0 8 cave but to 
pe "hr ateral discipline,” 


State Bank, 


—— E E — 
a — — 


able to take advantage of the enor- 
Tous: inefficiencies and distortions 
x the state system to accumulate 
fllents and make good trading prof- 


For example, the Commercial 
Bank for Innovations in Moscow 
Teckons to provide a much wider 
and faster service than any state 
bank, according to its chairman Mr 
Mikhail Khodorkovsky. He arbi- 
trages the Soviet Union's multiple 
deposit and internal currency mar- 
kets to achieve dealing spreads that 
would make any western banker's 
mouth water. 

Similarly, the Innovation Bank of 
Leningrad is able to raise deposits 
at 5-6 per cent and lend them out at 
10 per cent, according to its deputy 
director, Mr Vladimir Pletnev, 
though like many new banks it also 
specialises in financing entrepre- 
neurs, and providing other services 


r re 
form Sensitive, writes David Lascelles 


WCF 
ef tinancial discipline 
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neurship, and fostering through 
their Inter-bank activity the begin- 
nings of a rouble money money 


market. 

But times will not be typical 
of life for commercial banks. At the 
moment they have little regulation 
or competition, and are also widely 
— for are inexperience 
ant loan c 3. 

“Now, commercial banks are tak- 
ing the cream,” says Mr Yegorov, 
“but they realise the golden times 
will pass.” Last year they. were also 
subjecta to a 60 per cent tax rate 
which has made them complain 
furlously of discrimination. 

The new package of banking leg- 
islation will come in two parts, one 
on the role of Gosbank and the 
other on the banking system Itself. 
It will establish Gosbank as the 
Soviet central bank and supervisory 
authority, and will lay down capital 
requirements and other criteria for 
prudent banking, such as compul- 
sory reserves, Auditing will also be 


compared with as little 
chant ‘years „ there must be 
doubts over how far banking reform 
can go without fundamental paral- 
lel reforms elsewhere in the Soviet 
economy. 88 
r instance, Agroprom, the |- 
cultural bank, is carrying a huge 
portfolio of farming loans on which 
it can only charge 1 per cent. If it 
bumped up its rates, a large propor- 
tion of its borrowers would proba- 
bly go bankrupt. 

“This prevents us from introduc- 
ing sound commercial banking on 
western lines tomorrow,” says Mr 
Oleg Mozhaiskov, chief of the cur- 
rency directory of Gosbank, who 
warns that the Finance Ministry 
will have to take over the burden of 
loan subsidies from the banking 
system if It is to do its Job properly. 


Whether all these changes will 
enable the Emet Union auer 
duce an effective s 
the ultimate aim — remains to be 


them in Moscow al 


ble i like leasing. 

are virtually, e ed the Soviet The huge publicity which the 
Union, and 01055 entire ‘our cash commercial banks have enjoyed has 
machines in the labo; Country. probably exaggerated their impor- 

None the lest for a ous process tance. They still account for less 

of training fte mal ae era has than 2 per cent of total banking 

asa begun, and 8. d to lanmbers are assets, though Leningrad bankers 
being sent abrons i, ‘arn the art of claim to have 11 per cent of com- 

banking, in pla chan, e London, mercial assets in their city. Many of 

The biggest Changes have taken them have also been derided as 


“pocket banks” because of their 
incestuous relationships with their 
owner/clients. 

On the other hand, they are 
encouraging grass roots entrepre- 


tightened up. 

More controversial is likely to be 
its provisions for interest rate con- 
trol. The independent banks expect 
to have their freedom of action 
tightly curtailed by the law, particu- 
larly insofar as loan charges are 
concerned, though there may also 
be ceilings on deposits rates to pre- 
vent them competing too fiercely 
for funds against Sberbank. 

But dramatic though all these 


seen. Gosbank will have to establish 
its independence from the Finance 
Ministry, interest rates will have to 
be set at realistic levels, and the 
whole banking system will have to 
be managed and supervised on com- 
mercial lines. 

At the moment, the Soviet Union 
is so far away from all these goals 
that the prospects look distant, to 
put it mildly. 


Interview: Bakhytbek Baiseitov of Centerbank, Alma Ata 


TWO YEARS ago Mr 
Bakhytbek Baiseitov was an 
official in Gosbank in Kazakhs- 
tan. Then along came the 
banking reforms, and he imme- 
diately seized the opportunity 
to become founder and presi- 
dent of the Alma Ata Central 
Co-operative Bank, or Center- 
bank as it prefers to be known. 

Today, he is one of the 
Soviet Union's banking entre- 
preneurs. Youthful, dynamic, 
he is typical of the small but 
resourceful breed of young 
businessmen who have sprung 
out of the Soviet state machine 
at the merest hint of liberalisa- 
tion. Operating from cramped 
offices in the Kazakh capital, 
he bustles around town in vans 
and jeeps, drumming up busi- 
ness, keeping customers 
happy, wate’ out for deals. 

“The spirit of enterprise is 
very strong,” he says. “Many 
People want to do it, but the 
opportunities are very small.” 

In some respects, he operates 
in a dream market. The state 


banking system is so ineffi- 
cient that enterprise managers 
are thankful to switch their 
business to Centerbank even 
though its charges are high. 
And there are so many distor- 
tions in the system that bar- 
gains abound for those with a 
sharp eye. 

On the other hand, Center- 
bank is still at the mercy of the 
state system for regulation, 
money transfers and taxation, 
all of which cramp Its style. 
Also, the unpopularity of the 
co-operative sector to which 
two thirds of the bank's clients 
belong casts an element of 
uncertainty over the business. 

Centerbank was registered 
in September 1988 and by last 
month had grown to have own 
funds of Rbs2.4m and total 
assets of Rbs45m. It has about 
600 clients and employs 38 peo- 
ple. Its clients include organi- 
sations like Universal, a two- 
year old repair services co-op- 
erative, and a new restaurant 
specialising in Korean cuisine. 
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Although it provides stan- 
dard banking services such as 
deposit-taking, lending and 
money transfers, Centerbank 
makes more than half its 
money from fee-generating 
business, such as advising on 
and financing joint ventures, 
consulting, and providing tax 
accounting services. 

It also plays a venture capi- 
tal role. Thus far it has 
invested about Rbs im in six 
enterprises in auto repair, veg- 
etable canning, tourism, foot- 
ball, trading and construction. 
Mr Baiseitov says he is also in 
the process of negotiating a 
joint venture in the advertising 
business with a German com- 


pany. 

To what extent Centerbank 
employs financial disciplines 
that would ble to cap- 
italists is hard to judge. Mr 


Balseltov himself admits that 


expertise is the one commodity 

he finds in shortest supply in 

trying to build the business. 
He makes his credit deci- 
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‘Wary look at Aladdin’s cave The spirit of enterprise 


sions by classifying would-be 
borrowers in three ways: those 
whose credit standing is 
unquestioned either because of 
their strong backing or sound 
management, those which he 
knows less well but who still 
enjoy a good reputation, and 
those of doubtful standing. 
This is a far from perfect sys- 
tem, and he acknowledges that 
Centerbank already has some 
bad credits. “But we are a ven- 
ture business,” he says. 

Mr Baiseitov is, not surpris- 
ingly, an enthusiast for eco- 
nomic reform. “We need proper 
relationships between enter- 
prises, and with the right mea- 
sures the Soviet economy 
could make a big jump for- 
ward,” he says. But as a mem- 
ber of the Communist Party he 
also wants to see safeguards. 
“We need reform to stimulate 
private enterprise, but also a 
tax system that redistribut 


the wealth that is created.” 
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SOVIET industrial enterprises are 
caught between the ministries and 
the market as they enter the 1990s. 

A transformation of the status 
and performance of Soviet indus- 
trial amalgamations has been at the 
heart of economic reform since 1987. 
In the past three years joint ven- 
tures have been encouraged to 
bring in foreign management and 
technology. Co-operatives are 
allowed to operate like quasi-private 
companies. But the centre-piece has 
been self financing at lumbering 
state enterprises to give them more 
responsibility for their performance 
and profits. 

For instance in Belorussia only 
two of the 20 joint ventures signed 
have started production. Co-opera- 
tives contribute only 0.5 per cent of 
the industrial output of state enter- 
prises. 

Cost accounting is claimed to free 
the state from paying subsidies and 
to give enterprises limited commer- 
cial freedom. They can engage 
directly in foreign markets without 
going through foreign trade organi- 
sations. They can dispose of output 
in excess of the planned require- 
ments, at negotiated prices. The 
weakening strictures of the plan 
should gradually mix with the 
incentives and disciplines of the 
market. 

But this attempt to pursue eco- 
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nomic reform through a grass roots 
transformation of Soviet industry 
has to be set in its wider economic 
context, Three Soviet economies are 
affected by the reforms. 

First, there is the privileged 
planned economy. Defence, ship- 
building and machine tools, for 
instance, have a special status in 
the planning system. The state 
closely controls these sectors main- 
taining a degree of order and effi- 
ciency. 

Second, the ordinary planned 
economy is a mixture of planning, 
markets and barter. Plans are often 
changed ad hoc and depend largely 
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on bartering between enterprises 
and ministries, It is commonplace 
for enterprises to claim supplies 
well in excess of what they need. 
Skorahod, the Leningrad shoe amal- 
gamation, has 30,000 sq m of storage 
space, almost as much as its main 
production area, to accommodate 
six months of stock in some lines 
because supplies are so uncertain. 
But over-estimating supplies 
serves another purpose. For the 
third Soviet economy is a purely 
barter economy, in which supplies 
are paid for in kind rather than 
with money. It is independent, unre- 
gulated, unplanned and unac- 


AS THE Soviet Union bubbles with 
new ideas for reviving its economy, 
few float more frequently to the sur- 
face than a securities market. But 
how realistic is that in a country 
where ownership is so firmly in 
state hands? On the other hand, few 
events would more dramatically 
highlight the country’s determina- 
tion to change than the re-opening 
of the Moscow Stock Exchange. 
There are certainly few ideologi- 
cal objections to the idea: the gov- 
ernment seems broadly in favour. 
The obstacles lie more in the 
immensity of the task of economic 
reform, particularly in the pricing 
of financial assets and the establish- 
ment of ownership rights. 
Advocates of a securities market 
are to be found at the highest levels 
in the Kremlin. Professor Nikolai 
Petrakov, President Mikhail Gorba- 
chev’s personal economic adviser, 
argues that all state property 
should be transformed into share- 
holder property and traded on a 
stock exchange. Only that way, he 
thinks, can the Soviet Union's 
pavestment process become truly 
ent. 
“This shareholder form of prop- 
erh will make it possible to liberal. 


counted e statistics. 

'his 1200 Won extends from 
the black market into the state sec- 
tor in which, for instance, metal has 

come a currency. Vast invento- 
ries of metal are used to trade with 
other enterprises to procure scarce 
supplies, Enterprises are also 
increasingly paying theit workers 
with services in kind, housing, cars, 
holidays and child care, rather than 
roubles which cannot be spent. 

A large part of the Sovict econ- 
omy is like a quasi-medieval econ- 
omy, based on exchange of goods in 
kind, in an inefficient market, 
which operates without publicised 


Souro. E! 


prices. It is run by powerful indus- 
trial fiefdoms, rather than central 
planners. 

What progress has cost account- 
ing made in reforming both the 
planned and bartered economy? 

Cost accounting is commonplace, 
with managers proudly proclaiming 
that they receive no subsidy from 
the state. But it falls well short of 
independence. Most output and sup- 
plies are set by state orders, which 
limit how much enterprises can pro- 
duce. In sectors with acute con- 
sumer shortages state orders are 
likely to be increasingly important. 

Self financing is largely just a 
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Capital idea wins support 


ise the investment process which is 
highly centralised and rigid,” he 
says. 

Another advocate is Mr Victor 
Geraschenko, chairman of the State 
Bank. “Why should private individ- 
uals not be able to buy shares in 
companies?” he asks. To those who 
worry about the polarisation of rich 
and poor, he points out that even in 
the US, the proportion of unearned 
to total personal income is only 17 
per cent and falling. “Most 
Americans have their wealth in 
their houses, not in shares,” he 
says, 

The case for a securities market 
is twofold. From the point of view of 
the enterprises, their transforma- 
tion into joint stock companies (for 
which a draft law is being prepared) 
would reinforce their independence 
from central control and, hopefully, 
sharply improve their 


They would have to weigh the cost 
of finance, and deliver value to 
their shareholders. 

A securities market would also 
play an important part in re-shap- 
ing the Soviet economy's price 
structure, which is why some spe- 
cialists believe it is more important 
— 


Advocates of a securities 
market are to be found 
at the highest levels in 

the Kremlin 


than trying to make the rouble con- 
vertible. 

From the investors’ point of view, 
a market would give them some- 
where to put money which cur- 
rently sits idle in the State Savings 
Bank, adding to inflationary pres- 
ures. More than thi 


also be used to provide employees 
with much-needed incentives to 
take an interest in their work. 

But how would it be done? Could 
the choice state enterprises be pri- 
vatised, UK-style? The names of 
Aeroflot and Intourist, both hard 
currency earners, have been 
suggested as possible starters. 

But the truth is that few Soviet 
companies are presently ripe for pri- 
vatisation. One senior party official 
even suggests that at least 20 per 
cent of them are technically bank- 
rupt, and a greater proportion 
would not be able to survive the 
rigours of the free financial market. 

Even if companies did not issue 
pure equity to start with, a stock 
market could be launched with 
them issuing debt securities, To this 
could be added trading in the grow- 
ing stream of bonds which the gov- 
ernment is being forced to issue to 


finance its budget deficit. So the 
foundations of a market could be 
created quite quickly. 

Mr Petrakov sees an important 
role for the new commercial banks 
here. He says they could act like 
western investment banks, arrang- 
ing securities issues, bringing them 
to market, and then trading in them 
to provide liquidity. Other people, 
though, point to the possible con- 
flicts for banks who already have 
credit relationships with their cli- 
ents. Mr Vladimir Milovidov, a 
financial services specialist at the 
Institute of World Economy and 
International Relations, says the 
Soviet Union might have to intro- 
duce a US-style Glass-Steagall Act 
to keep investment and commercial 
banking apart. 

But mention of the words stock 
market is bound to send shivers 
down spines shaped by 70 years of 
communism. Mr Anatoli Milyukov, 
the deputy head of the Communist 
Party's social and economic depart- 
ment, and a securities market advo- 
cate, says: “The party must make 
clear that this does not mean a 
return to pre-revolutionary days.” 


— 


David Lascelies 
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bookkeeping exercise, as the costs 
and revenues which are being rec- 
onciled are so distorted. Prices nel- 
ther reflect the costs of production, 
the balance of supply and demand 
nor world market prices. The 
accounts of self-financing enter- 
prises are a labyrinth of hidden sub- 
sidies. 

Enterprises freed from the 
embrace of the organisations which 
monopolised foreign trade are rush- 
ing into the export market to earn 
hard currency. To prevent this 
exacerbating shortages in the 
domestic market the state is limit- 
ing rights to conduct foreign trade. 
The Moscow Number One Watch 
Factory, which exports 80 per cent 
of its output, claims to be com- 
pletely independent of the state. It 
estimates it could sell 200,000 
watches a year in West Germany. 
But the state limits it to half that. 

Reform has also disrupted long 
established supply chains, leaving 
some plants hanging in the air. 
Given the incentive of keeping more 
of their profit many consumer 
goods plants have acted as rational 
monopolists, switching to higher 
margin, more expensive lines. There 
are reports of plants simply resist- 
ing state orders so they can sell as 
much as possible into a domestic 
market beset by shortages. 

Self financing, by disrupting lines 
of authority which kept relations 
between enterprises in ramshackle 
ordei, has provoked increasing 
industrial conflict, between enter- 
prises, their customers and minis- 
tries. Viewed from industry, reform 
is essentially about how the monop- 
olies which dominate the economy 
will be controlled and who will con- 
trol them. Managers are keen to 
win as much control as possible, 

Cost accounting seems to have 
created a dynamic for managers to 
start taking a move active, commer- 
cial approach to their enterprises. 
But this commercialisation is lim- 


ited. Managers’ support for different 
sorts of markets varies. 

Cushioned by acute shortages in 
the domestic market, they want the 
freedom to set prices. Without that 
the incentive to invest and inno- 
vate, which has received a limited 
stimulation with cost-accounting, 
will remain miniscule. But lurking 
within most enterprises is the 
threat of a massive leap in the price 
level. Most believe prices would at 
least double without state price con- 
trols. 

Most managers also want a 
labour market, to allow redundan- 
cies and more pay flexibility, as the 
disciplinary foundation for improv- 
ing productivity and quality. But 
few are ready for the consequences; 
most enterprises say they could get 
rid of between 20 per cent and 30 
per cent of their workforce. 

They also want more freedom to 
sell into foreign markets. But few 
understand what it would mean to 
be integrated into an international 
division of labour or to meet shift- 
ing consumer demands. 

Finally, enterprises are as luke- 
warm about a capital market, in 
which shareholders would exert dis- 
cipline over managers, as they are 
about ministerial control. They 
want negative freedom from the 
state, rather than the positive free- 
dom to become private property 
owners, 

Given the years of stagnation and 
the economic jungle enterprises 
operate in, it is amazing how much 
some have achieved. In some areas 

defence, watches, some textiles 
and machine tools the Soviet 
Union can match world levels. It 
has a strong body of engineers, edu- 
cation is linked to industry and 
there is little if any cultural bias 
against working in industry. At 
some enterprises there is a genuine 
desire to use self financing to 
improve performance. 

Within the domestic economy 
industrial fiefdoms are being 
formed around large enterprises. A 
plant’s prosperity will depend on 
joining a survival network of power- 
ful enterprises. The other escape 
route is to climb onto islands of 
economic efficiency, formed around 
foreign capital, with links to inter- 
national markets. These could offer 
some protection from the sea of eco- 
nomic disorder which is developing 
around them. 

Reform has set off a process of 
fragmentation and disintegration 
within the industrial economy, 
without yet offering a new market 
basis on which relationships might 
be reconstructed, discipline 
enforced, incentives provided and 
efficiency increased. 
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MR YURI GN cee ay aA had 


just about had enough A 
y Y director of Gostinyi 


Dvor, the largest department 
store in Leningrad, was 
exhausted from another 
in what he describes as the 
Soviet Union's consumer 
war, “The clients treat us like 
the enemy,” he says. 

Mr Aphinogenov and the 
8,000 who work in the 275 
year-old store on Nevsky Pros- 

„the main shopping street, 
are at the sharp end of the 
extensive consumer goods 
shortages. The shortages are 
not merely an economic prob- 

Jem, they are vital to political 
stability. k 

Any government's legiti 
macy depends on satisfying 
consumers by delivering rising 
real incomes and standards of 
living. In the Soviet Union real 
incomes have risen but the 
standard of living is widely 
perceived to have fallen under 
perestroika, because produc 
tion has failed woefully to keep 
pace with demand. Only those 
with unlimited access to hard 
currency can escape the crisis, 
Everyone lives within the con 
fines of its stifling grip. 

All the elements which have 
produced the consumer goods 
crisis are manifest through 
Gostinyi Dvor's arcades. Every 
day 260,000 people tramp along 
Gostinyi Dvor's 18th centu 
floorboards in search of pi 
ucts, But only between a third 
and a half buy anything. Mr 
Aphinogenov says: “The rest 
just look, It is amazing because 
there is practically nothing to 
look at. Everything is sold as 
soon as it comes in.” 

This demand is the product 
of strong wage rises in recent 
years, with the move to enter 
pee cost accounting which 

as allowed managers more 

discretion over pay. Professor 
Andrei Orlov, deputy chairman 
of the USSR state commission 
for economic reform, estimates 
that there are as little as 
Rbs0.18 worth of goods per rou: 
ble in circulation. In the first 
half of last year money 
incomes rose by 21.1 per cent 
while consumer goods produc- 
tion rose by 5.6 per cent 

The shortages are alarming. 

The Gostinyi Dvor television 
shop, which was full of prod- 
‘ucts in 1978, now opens for just 
two hours a day because there 
is nothing to sell. Mr Aphino- 
genov says: “Last year we sold 
15,000 televisions, we could 
have sold 150,000." He says 
shoes, clothes, children’s wear 
and all electrical goods are 
always in short supply. 

A recent official survey 
found that only 106 of 989 sta- 
ple goods were in regular sup- 
ply. In September last year 
retailers were short of orders 
worth Rbsg abn, including 
large quantities of washing 
machines, vacuum cleaners, 
fridges and wallpaper. 

One cause is the chronic 
underinvestment in the light 
industry, the main consumer 
good sector. Although it pro- 
duces 14 per cent of industrial 
output and about 37 per cent of 
consumer goods, it only 


accounts for 4 per cent of the 
asset base of Soviet industry 
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To correct this, investment is 
being doubled to 1995 with the 
aim of almost tripling con 
sumer goods production by the 
end of the decade 

But investment is only part 
of the problem. Mr Aphinoge 
nov says: “Perestroika simply 
has not happened. Prices have 
gone up, quantities have gone 
down and quality has not 
improved at all” 

The move to self-financing at 
manufacturing enterprises has 
severely disrupte supply 
chains to retailers. Profit seek 
ing enterprises have rejected 
state orders for unprofitable 
production worth at least 
Rbs9bn. Clothing manufactur 
ers are switching from unprof 
itable lines for old people and 
children to more expensive 
goods to tap the great reser 
voirs of unspent roubles. In the 
first half of 1988 the price of 
some new products and goods 
traded at contractural prices 
went up by at least 50 per cent 

Quality has also deteriorated 
under perestroika. In 1985 
209,000 Soviet washing 
machines were repaired under 
guarantee. In 1988 the number 
rose to 369,000. In the same 
period the number of tape 
recorders repaired under guar 


antee rose from 931,000 to 
119m, about one fifth of 
annual production. Some goods 
are of such low quality they 
cannot be sold even with wide- 
spread shortages. Mr Aphino- 
genov says’ “With glasnost 
people have become more 
aware of western standards so 
they have become more 
choosy ~ 

One of the favoured cures for 
state enterprises’ poor produc- 
tion volumes and quality 
merely exacerbates the public 
shortage of goods. It is virtu- 
ally impossible to motivate 
workers to produce more by 
paying them more roubles. 
which they know are virtually 
worthless because there ts 
nothing to buy Most state 
enterprises are now offering to 
short circuit the consumer 
market for their workers by 
providing them with preferen- 
tial access to consumer goods 
at factory shops Passage, a 
store which stands opposite 
Gostinyi Dvor, has started tak 
ing its new products direct to 
its supplier tactories in an 
effort to persuade workers to 
produce above planned levels. 

Other elements of the eco 
nomic reforms have made little 
impact on the shortages. On 


Waiting game: Long queues and em, 
site at many Moscow stores. Pty shel 
they are “treated like the enemy” by ang 


joint ventures Mr Aphinogenov 
says: "Even when they are set 
up joint ventures will not want 
to supply state shops like this, 
they will want to sell through 
their own exclusive hard cur- 
rency outlets.” 

Co-operatives contribute 
about Rbs30m to Gostinyi 
Dvor's Rbs450m a year turn 
over. But they too have their 
problems according to Mr 
Aphinogenov: “Their products 
are more fashionable but their 
prices are high and because 
they use the same equipment 
and raw materials as state 
enterprises their quality is still 
very low.” 


The government has 


s OVer the sho 
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Shop mana, 


ry customers 


embarked on a programme of 
indes defence and heavy 
i ustry production to con 
mer goods. ‘These plants are 
Meant to produce consumer 
the) equivalent in value to 
e amount they pay their 
workers in wages. This year 
lefence conversion is meant to 
contribute Rbsisbn to a 
s48bn increase in consumer 
goods production. 
owever, defence conversion 
‘aces considerable obstacles. In 
Particular many enterprises 
which have been used to hefty 
research budgets and healthy 
Profits from a cosy relationship 
with the defence ministries, 
are unwilling to risk lower 


A glimpse of what's in store 


PASSAGE, one of Leningrad’s 
largest clothing shops, offers 
a glimpse of what might be 
in store for the Soviet 
consumer if reform is 


successful. 

Like its near neighbour 
Gostinyi Dvor it suffers sharp 
shortages. Mr Gennady Serov, 
the director said: “Last year 
we sold Rbs40m worth of 
shoes, we could have sold 
Rbs400m worth at twice the 
price.” 

But while Gostinyi Dvor 
is a state shop, Passage was 
the first Leningrad retailer 
to move to self-financing. The 
difference this independence 
has made to Passage's 
ambitions is striking. While 
Gostinyi Dvor’s management 
sees little alternative to 
labouring under pressure from 
consumers, ministries and 
monopolistic suppliers, 
Passage plans to transform 
retailing. 


Passage was built in 1848 
as an elegant, arched arcade 
Mr Serov wants to return it 
to its former glory and 
exclusive social position, 
providing high quality goods 
as prices to match. The arcade 
will be refurbished for the 
first time for scores of years, 
and decked with palms. 

In April the management 
will receive a report which 
should lead to the store's 
computerisation by the end 
of next year. At the moment, 
in common with most Soviet 
enterprises, everything is done 
on paper 

The management is 
discussing possible 
manufacturing joint ventures 
to stimulate production of 
high quality goods and to earn 
hard currency from exports 
with which it could import 
foreign goods, These will be 
sold at a special hard currency 
store it plans to open 


It is entering barter deals 
with foreign suppliers trading 
goods such as watches, lace 
and linen which can be sold 
abroad. 

It also plans to set up a mail, 
order sitgp in the store to 
allow customers to purchase 
foreign goods through 
Passage. The hard currency 
profit will be recycled to 
Bovis more foreign goods 


rectly. 

A “commercial shop” will 
be opened where goods in 
short supply would be bought 
from suppliers and sold to 
customers at unregulated 
market prices. 

Mr Serov also wants to end 
the Soviet system of three 
queues per product which 
forces a customer to queue 
to choose an item, move to 
a second queue to pay for it 
and then return to the original 
queue to pick up the purchase. 
Already 54 per cent of 


Passage’s sales are through 
self service. 

Mr Serov says: “The queuing 
system is archaic. But 
unfortunately the store is 
designed for that system. If 
~e did away with it in one 
fell we simply could 
not maint security.” 
However, even P; 
holds out little prospect of a 
speedy improvement in 
customer service. 

Mr Serov says: “When 
customers are baying for 
goods and they treat you as 
scapegoats for the consumer 
goods shortages it is very 
apit to provide any decent 


“Service will only improve 
when the shortages end and 
there is more choice, then 
people may need service and 
our staff will have the chance 
to provide it.” 


Charles Leadbeater 


ps 


returns from making fruit juice 
squeezers, Even though they 
have the cushion of working in 
a sellers market, many defence 
plants have found the switch 
to developing consumer prod- 
ucts extremely difficult. Offi- 
cials admit that at some plants 
conversion has been a disaster. 

In large part the state's 
response to the crisis has been 
to back away from economic 
reform and recentralise control 
in an effort to kick start con- 
sumer goods production. 
Moves towards self-financing 
have been curtailed in some 
sectors to restrain wage and 
price rises, 

State control certainly looms 
large in Mr Aphinogenov's 
work. Theoretically he can buy 
goods at wholesale markets. 
But as everything is in short 
supply they are distributed by 
ministries. Mr Aphinogenov 
says: “We are handcuffed. 
Because the consumer goods 
situation is so tense everyone 
wants to control us, the peo- 
ple's control committee, the 
workers’ control committee, 
the trade union, the police, the 
Leningrad soviet, the minis- 
tries of retail trade.” Three 
times a day the store is 
checked to make sure it is pro- 
viding free clothes to refugees 
from Azerbaijan. 

The Soviet consumer goods 
shortages, which have become 
more intense in the past five 
years, are socially and politi- 
cally explosive. The consumer 
goods market is like an enor- 
mous centrifuge. The incessant 
search for goods, which disap- 
pear as soon as they are put on 
sale, is creating powe! pres- 
sures for social disintegration 
as people take increasingly 
desperate measures to protect 
their supplies. 

The Leningrad authorities 
recently imposed a ban on all 
non-residents buying large 
quantities of goods in the city. 
Belorussia, which produces 
large quantities of the Soviet 
Union’s fridges and televisions, 
wants to keep all the growth in 
output over the next few years 
for the republic's residents. 

Everyone believes the black 
marketeers, the party and the 
retailers are working hand in 
glove to siphon off goods 
before they get to the shops, 
The move to self financing at 
manufacturing enterprises 
means that people reliant on 
cheap, low profit margin goods, 
such as children and pension- 


charging 
the most fitable gaps in an 
economy dominated by monop- 


olists, State enterprises are 
attempting to buy and barter 
their way out of the market to 
provide their workers with 
scarce goods. People carrying 
bags from joint venture shops 
are eyed with envy and resent- 
ment. 

Lenin's great slogan for the 
Bolsheviks was socialism is 
soviet democracy plus electrifi- 
cation. If perestroika is to suc- 
ceed its slogan will have to be: 
socialism is soviets plus televi- 
sions cars, fridges, micro- 
waves, stereos, videos and 
almost every conceivable item 
of clothing. 


MANAGEMENT 
— 


in the steps of 
Mr Lee lacocca 


IF ECONOMIC reform is to 
succeed it will have to nuture 
constituencies of support not 
merely in the party and among 
academic economists, but amid 
the economy's grass roots. The 
attitude and skills of Soviet 
enterprise managers will be a 
vital factor. Is management a 
force for restructuring or an 
obstacle to it ? 

Management as it would be 

ised in the West hardly 
exists in the Soviet Union. It 
has been partly political, deal- 
ing with ministries and local 
party officials; and partly 
administrative, implementing 
decisions made higher up and 
very technically biased - most 
enterprise directors are eng! 
neers. Running an enterprise 
has been about making things 
work, within state controlled 
parameters. 

Mr Nikolai Nikolsky, direc- 
tor of the recently formed inde- 
pendent Moscow Management 
School, says the most impor 
tant complex Soviet managers 
suffer from is a fear of taking 
independent decisions. He 
says: “Our task is not to 
impart a vast body of know- 
ledge. It is to change attitudes, 
to show them how they can 
guide a plant full of people, 
solve a range of problems, take 
independent initiatives to lead 
the enterprise rather than 
respond to orders from above.” 

Soviet managers seem eager 
for change. Mr Alexander Sam. 
sonov, director of the First 
Moscow Watch Factory and 
regarded as a conservative 
member of the Supreme Soviet, 
said: “We want freedom from 
all arbitrary interference from 
the state and a reasonable 
level of taxation. The manage- 
ment philosophy I favour is Mr 
Lee Iacocca’s.” 

They want freedom to 
expand export markets and 
prices to be set by the market. 
They show no dislike for the 
profit motive. Mr Yesor Match- 
ilsky, director of the Associa- 
tion of Business Co-operation 
commented: “Working for 
profit is far easier than living 
with the current reality.” 

There is a widespread desire 
for a labour market which 
would be the foundation for 
improving labour discipline, 
productivity and quality. Mr 
Nikolai Posysaev, head of for- 
eign economic relations at the 
giant Skorahod shoe manufac- 
turing amalgamation, said: 
“Workers know that if they are 
dismissed then can get another 
job at the same rate of pay. We 
still cannot pay enough to peo- 
ple who put in good work. 
Without a labour market we 
will not have a mechanism to 
improve quality.” 

On the face of it perestroika 
has unlocked managers’ ambi- 
tions to develop their enter. 
prises. Growing contact with 
foreign companies is opening 
new ideas about product devel- 
opment, technology and work 
ing practices Whatever hap- 
pens in debates about 
economic reform at the top 
seems to have created the 
beginnings of a managerial 
dynamic at the bottom. 


But the desire for freedom is 
not necessarily reformist For 
what is going on in Soviet 
industry is a struggle to work 
out how and who will control 
its monopolies. It is quite natu- 
ral of monopolies to want 
much freedom as possible to 
set their prices and output. 

So while most managers sup 
port the market in general 
they are hazy about the role 
that private property and a 
capital market might play in 
enforcing managerial effi- 
ciency if state control is dis- 
banded. 

Even Ne enterprises 
from the state is problematic. 
Mr Yuri Chernichkin, deputy 
director of the Source brewery 
in Minsk, said: “We have to be 
very careful about leasing. Tax 
rates would have to come 
down considerably for it to be 
profitable, and we still rely on 
the ministries to help organise 
our supplies.” 

In such a monopolised econ- 
omy marketing and advertising 
are still largely unknown and 
distrusted. One British com- 
pany got some of its Soviet 
partners together to discuss 
how to market and advertise a 
new product. The general view 
was that if a product needed 
advertising it was not very 
good. If it was good it would 
sell anyway. The group decided 
they would form an association 
of USSR producers. “What is 
the point of that?“ asked the 
British manager. “To stop any- 
one else making the product,” 
came the reply 

Management education has 
started to respond to rising 
demand for new skills. Mr 
Nikolsky’s school is one of 
about 100 which have sprung 
up across the USSR. It is tar- 
getted at managers under 35 
years old who could be plant 
directors. It receives seven 
applicants for each of the 144 
places available a year. Each 
place costs Rbs3,000. 

The state system, in which 
enterprises have a strong role, 
is also changing. The Institute 
of Economic Science in Minsk, 
which teaches 5,000 full-time 
and 6,500 part-time students a 
year for future jobs in enter- 
prise management, has intro- 
duced courses on international 
economics and electronics. 

Leninist ideology still runs a 
deep course through manage- 
ment. Even the latest Soviet 


Soviet price system. 

Mr Ivan Lemachevsky, the 
young head of economics at 
the Minsk institute, explained 
that in spite of the changes the 
goal was still to prepare man- 
agers for a socialist economy. 
“Tt is an economy free from 
bureaucrats, exploitation, 
unearned income and labour 
alienation. The goals of 1917 
are still relevant. We have to 
develop our own way, what 
ever variant develops will be 
based on the Leninist heri- 
tage.” 


Charles Leadbeater 
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MR STEPHAN Pachikov, the 
director of.the Paragraph com- 
uter software joint venture in 

loscow, has some advice for 
foreign investors. “They should 
all read Lewis Carroll,” he 
says. “This economy is like 
Alice in Wonderland.” 

Many of the joint ventures 
which have been formed over 
the past two years are more 
like entrepreneurial fairy tales 
than industrial realities, 

Joint ventures, a key ele- 
ment in the economic reform 

rogramme, are meant to give 
Soviet enterprises access to the 
management expertise and 
technology of capitalist econo- 
mies, to boost exports and ease 
industry's integration into the 
international economy. The 
policy commands the support 
of technocrats like Mr Nikolai 
Ryzhkov, the Prime Minister, 
as well as full-blown reformers, 
partly because it is not new. 

The question hanging over 
joint ventures is whether they 
can go beyond the traditional 
approach, in which western 
management and technology 
were to be adapted in the name 
of perfecting socialism. Soviet 
enterprises need deeper rela- 
tionships with foreign partners 
not just to fill in the technolog- 
ical gaps in their products and 

rocesses, but also to move 
from formal self-financing to a 
more thorough going commer- 
cialisation of their operations. 
The economy needs well rooted 
joint ventures because without 
them its role in the interna- 
tional industrial division of 
labour will remain largely con- 
fined to raw materials and low 
valued added goods. 

The results of legislation 
since 1987 have not been 
impressive. According to the 
Association of Business Co-op- 
eration in Moscow, which 
organises joint ventures for a 
group of large Soviet enter- 
prises, about 6 per cent of the 
1,200 joint ventures registered 
are operating. About half of 
these are export oriented but 
many are simply legalised 
import-export operations. 

Mr Yegor Matchilsky, the 
association's director general 
commented: “What have joint 
ventures brought us ? A few 
shoes, but that is about it.” 

As yet joint ventures form a 
very thin ring around the core 
of an economy which remains 
largely isolated. If they are to 
revitalise industry they will 
have to st at en 


JOINT VENTURES 


In the realms of a fairy-tale| A tough transition 


such as Skorahod, which runs 
the largest shoe factory in east- 
ern Europe. It has signed five 
joint ventures, with six more 
under negotiation in an effort 
to improve its much lamented 
record for poor quality. 

If joint ventures are to help 
improve the performance of 
the core they will have to 
achieve a double integration 
First they will have to find a 
place within the international 
market and its division of 
labour. Second, they will have 
to be integrated into the rest of 
the Soviet economy. At the 
moment conflicting aims and 
cultures, inconsistent legisla- 
tion and uncertainties over the 
repatriation of profits, make it 
difficult to achieve both. 

Mr Matchilsky said: “Foreign 
investors mainly want to sell 
into the domestic market, but 


between the Ministry of Mer- 
chant Marine and ICL, the Brit- 
ish computer manufacturer, 
the problems are not all cre- 
ated by the Soviet side. 

Mr Tyurin said: “Western 
managers do not trust their 
Soviet partners: They are just 
in for the short term to make a 
quick profit.” 

JS is an unequal partner- 
ship he says because ICL 
makes a profit from final sales 
in the Soviet Union but also on 
the price it charges MCS to 
import the original kits. 

Mr Tyurin said: “Foreigners 
think this is an underdevel- 
oped market. ICL thinks it can 
sell its old technology here for 
a handsome price. But we 
could buy the elements of this 
ICL computer in South Korea 
at half the price. The British 
partner has to drop its imperial 


Many Joint ventures formed in the past two 
years are more like entrepreneurial falry 
tales than industrial realities 
—__ Er oe 


the government wants to push 
them towards exports. How- 


„ever, it is difficult to export to 


world levels using Soviet 
equipment and supplies.” 

Even if a joint venture 
wanted to use Soviet suppliers 
there is a problem. Their free 
dom from the system of state 
orders also means that they 
have no guarantees of supplies 
in an economy where the tur- 
bulence of reform is disrupting 
already creaking supply 
chains. Nor do they have the 
right to sell through Soviet 
shops. Thus joint ventures usu- 
ally sell through their own 
exclusive outlets. 

So joint ventures are encour- 
aged not to integrate with the 
rest of the economy but to 
establish little industrial 
islands protected from the sea 
of inefficiency and state con- 
trols around them. 

Mr Nikolai Posysaev, Skora- 
hod’s head of foreign economic 
relations, says the develop- 
ment of joint ventures has put 
managers under strain: “Three 
years ago we did not do any of 
this. It has required a lot of 
training. Managers’ horizons 
have opened up but we still 
have problems to overcome.” 

But according to Mr Vladi- 
mir Tyurin, general director of 
MCS, a computer assembly and 

distribution joint venture. 


attitude or it will find this rela- 
tonship will reach a dead 
en 


Mr Matchilsky concurred : 
“Many foreigners have not 
come up with the investment 
they promised. Quite a lot of 
companies want a stake in 
what is going on without 
investing anything in it. 

To avoid this companies like 
Paragraph, the Moscow soft- 
ware house created six months 
ago, have sought a partner, 
which would provide start up 
finance and marketing in the 
West but little else. 

However, establishing an 
international software house 
without a convertible rouble is 
easier said than done. The 
impressive team of software 
authors Mr Pachikov has 
assembled, could all be earning 
thousands of roubles a month 
as freelance programmers sup- 
plying Moscow’s software 
black market. 

Motivating them requires 
paying them in hard currency. 
But that is not allowed. So Mr 
Pachikov has had to devise two 
financial conjuring tricks to 
reward his staff. The company 
has opened a_ corporate 
account for each programmer, 
into which it pays 20-40 per 
cent of Paragraph's export 
earnings. 

When the account accumu- 
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lates more than $3,000 Para. 
graph gives the programmer a 
company Mastercard which he 
can use at Moscow's hard cur. 
rency shops and restaurants 
When the programmer goes 
abroad he is given the money 
from the account. When h. 

declares it to the customs on 
his return it becomes his per. 
sonal property. 

Kompan, a Leningrad per- 
sonal computer joint venture, 
has achieved a degree of inter. 
nationalisation which jg 
astounding given the isolation. 
ist traditions of Soviet indus. 
try. It is one of the best exam. 
ples of how joint ventures 
could promote the modernisa. 
tion of Soviet industry. 

It was created at the end of 
1988 by an agreement between 
the Academy of Sciences and a 
West German marketing com- 
pany, ICF, which provided 
start up capital of Rbs63,000, 
Last year turnover per 
employee was $500,000 and this 
year it will build a 81.5m 
assembly plant where 38 work- 
ers could produce 80,000 com- 
puters a year, raising profit- 
ability by 45 per cent. 

If ventures like Kompan are 
to become more common 
among traditional Soviet enter- 
prises at least three changes 
will be needed. They are: 

m Western industrialists expect 
a wide ranging review of joint 
ventures this spring which 
could lead to a clear out of 
those where promised invest- 
ment has not materialised. 
Industrialists expect this 
review, which will embrace tax 
and accountancy, may also 
start a shift away towards 
allowing foreigners to invest 
directly into Soviet enterprises, 
B Legislation, which has 
largely been based on some- 
times vague and inconsistent 
decrees by Council of Ministers 
needs, to be rationalised and 
based on legislation passed by 
the Supreme Soviet to provide 
more stability. 

u Joint ventures are not a sub- 
stitute for wider economic 
reform. They cannot be trans- 
planted into an industrial sys- 
tem which works to a com- 
pletely different rhythm. They 
will only bring benefits to 
Soviet industry if the economic 
system is opened up to them 
through further market ori- 
ented reforms. 
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and enterprise management 
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ments of the old regime which 
can metamorphose into an 
interest group Within the new, 
in part because they can 
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experience to make the transi- 
tion 
mitted management and party 
orders and provided social 
security, holiday and other 
benefits, to one which will 
habitually occupy the labour 
side of a negotiating table. 

The shift will not be smooth, 
and rebellions are already evi- 
dent. But the AUCTU is 
unlikely to lose a commanding 
place within the working class, 
even if it will increasingly 
have to adapt its structure and 
reflexes in order to co-opt those 
among the workers who will 
challenge this or that part of 
“the system”, initially from the 
outside. 

‘That is the task on which it 
is now engaged. The miners’ 
strikes of last year threw up a 
new leadership which managed 
to wrest from the government 
huge concessions. Some of 
these leaders will, later this 
year, assume the leading posts 
in the official union of miners. 

Yet the miners were not the 
first. In 1988, the fishermen’s 
union had objected that the 


INDUSTRY 


TRADE UNIONS 
——— 


conditions of work of their 
members called for a new 
approach. The union sacked its 
old leadership and demanded 
more autonomy. Now, the bag- 
gage handlers want indepen- 
dence from the air workers 


union. 

As the AUCTU’s structure 
moves to accommodate new 
pressures from below, so it 
seeks to absorb the new pres- 
sures from above. From its 
Sixth Plenum in 1987, the 
union has been formally com- 
mitted to independence from 
the Soviet state and the Com- 
munist Party. Now, as the 
party strips itself of exclusive 
power, it begins to look about 
for bargaining partners other 
than the Party. 

Mr Yegor Yurgens is deputy 
head of the AUCTU's interna: 
tional department. He is one of 
the many youngish men you 
now meet about Moscow, 
clever, relativist in their views, 
dispassionate; a little like a 
policy analyst in New York or 
Paris, right down to the bar- 
bels tucked beneath his desk. 
This is his view: “We are get- 


ting closer and closer to tradi- 
tional unions of the western 
type. We must see what these 
parties offer from the point of 
view of workers. 

“We can go along with much 
of what perestroika offers, If 
perestroika is the democratisa- 
tion of society, including indus- 
trial democracy, and is for 
more freedoms based on collec- 
tive freedoms, then we are for 
it. 

“Perestroika also means 
hard work. But other aspects 
look threatening — the empha- 
sis on profits, for example, 
could mean a new Taylorism 
(disciplined repetitive labour) 
with no redress or control. We 
think the co-operatives will 
sooner or later have to go for 
profit maximisation, which 
will mean cuts in the now high 
salaries and a worsening of 
conditions. And they are not 
even taxed properly!” 

Already, the unions are 
fighting on “issues” in a way 
they have not, or have not had 
to, before. Last month, a raise 
in the cost to enterprises of 
diesel fuel sparked off threats 


of strike as unions feared that 
the extra costs to the plants 
would come out of their mem- 
bers’ wages funds. 

‘The Finance Ministry backed 
down and promised to compen- 
sate the enterprises for the 
price rises one for one. It 
showed, again, how timorous 
this government is on chal- 
lenging workforces espe- 
cially so soon before the repub- 
lican elections. But that is the 
effect of democracy, on both 
sides. 

Indeed, the unions’ emer- 
gence as a “conservative” — 
that is, anti-market - force in 
society is wholly to be expec- 
ted. It is not surprising that 
Soviet unions should, as 
democracy tries to take root, 
become like other union move- 
ments. They should now take 
lessons from the British Trade 
Union Congress and (in the 
case of the unofficial leader- 
ships) the American AFL-CIO; 
and they should try to bully 
governments and enterprises 
(who must learn to bully back). 


John Lloyd 


Making labour work. 


THE quality and motivation 
of labour is one of the most 
endemic and intractable 
problems facing the Soviet 
economy. 

Mr Alexander Samsonov, 
director of the tightly-run 
First Moscow Watch Factory, 
attributes much of the 68 per 
cent increase in labour 
productivity in the past three 
years to a reimposition of old 
fashioned labour discipline. 
But much remains to be done. 

“Our people want hard 
currency but they do not 
understand what it means to 
belong to the international 
market. It needs a complete 
revolution in their 
consciousness. The main thing 
is just getting staff to work 
harder,” he says. 

In some areas productivity 
gains have to be won by 
reducing the industrial 
workforce. In Belorussia, for 
instance, industrial output 
has grown by 30 per cent in 
the past five years. For the 
first time this has been 
achieved with a decline in the 
industrial workforce of about 
5 per cent. 


However, there remains 
considerable disguised 
unemployment in the 
economy. Enterprise managers 
generally say they could get 
rid of between 20 per cent and 
30 per cent of their workforce. 

Most Soviet managers 
believe it will be impossible 
to instill more discipline, 
increase productivity and 
improve quality without a 
labour market. 

But Mr Samsonov warned: 
“Our state has always 
provided for people. Now they 
are informed that their 
prospects are their own 
responsibility. People know 
that if we start to work like 
a western company there will 
be unemployment and they 
will not like it.” 

In spite of high-level 
criticism of “wage-levelling” 
and some early experiments, 
pay flexibility and 
differentials are limited. 

Pay is still set around 
centralised norms, although 
in recent years works 
collectives have been pushing 
managers to use the limited 
freedom of self-financing to 


raise pay. This has partly 
fuelled the strong increases 
in real earnings which have 
exacerbated the consumer 
goods shortages. 

Bonuses linked to plan 
fulfilment are an 
institutlonalised part of the 
system which seem to have 
little impact on motivation. 
Joint ventures and 
co-operatives, which have 
more flexible pay scales, are 
whittling away at the system. 
Managers of state enterprises 
complain that co-operatives 
have poached skilled staff, 
most of whom go because of 
the prospect of making 
healthy profits. 

The most significant change 
of recent years is the way 
enterprises have extended 
their role as providers of 
consumer goods and social 
services for their staff. Under 
self-financing, enterprises 
have been allowed to set up 
unregulated post-tax social 
funds, with which they 
purchase goods and services 
for their staff. 


Charles Leadbeater 
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INDUSTRY 
BELARUS TRACTOR PLANT 


Slow starter 


MACHINE TOOLS 


A BITING wind was driving 
snow into the faces of the 
workers hurrying from the 
Belarus tractor plant in Minsk. 
In the piecing twilight they 
trudged through the slush, 
leapt over enormous pools of 
muddy water in the plant's pot- 
holed broads endl 925 — trac- 
tors ferry! pai etween 
Masera biy nee If tis was the 
industrial vanguard peres- 
troika it looked bedraggled and 
dispirited. 

For economic reform to suc- 
ceed it has to be driven by 
engines of industrial efficiency. 
Judging by the Belarus plant, a 
classic Soviet factory, the 
industrial engines are ageing, 
cumbersome guzzlers of mate- 
anes 905 are AP constant 

r of overheating. 

The Belarus amalgamation, 
which was built in 1946 during 
the post war reconstruction of 
Minsk after the Nazi occupa- 
tion which destroyed 80 per 
cent of the city, is a case study 
in the problems facing indus- 
trial modernisation. Judged by 
its yardstick very little has yet 

in the heart of Soviet 


The senior management 
team regards the reforms of 
the past few with a mea- 
sure of complacent confidence. 
Mr Georgi Katskevich, deputy 
director for commercial rela- 
tions, candidly admits which a 
smile and a shrug: “The 
reforms have had very little 
impact on our operations.” 

The managers say the plant 
has been self-financing since 
1978, freed from a lot of 
detailed state involvement in 
its affairs, enjoys strong export 
demand for its tractors and is 
committed to constant modern- 


Industry’s rough cut gem 


The Planar scientific and 
production amalgamation in 
Minsk, which develops and 
produces sophisticated 
machine tools is one of the 
Tough cut gems of the Soviet 
economy. 

It suffers many of the prob- 
Jems which afflict most Soviet 
enterprises, primarily that 
commands the more than 
10 ministries it deals with cut 
across the management's fledg- 

ling strategy for independence. 
But beneath that lies an enter- 
ee with considerable poten- 


All of Planar’s output, and 50 
per cent of its research is done 
to state orders and sold at 
poe which the state keeps at 

tween a half and a third of 
world market levels, Planar's 
heavy spending on research 
and development, which 
accounts for about 15 per cent 
of its turnover, has been 
financed by the state rather 
than recouped in the price of 
its products. Thus all Planar’s 
customers have been getting a 
disguised state subsidy in the 
price they pay for its 
machines. 

Its move to self financing 
this year will only be success- 


isation, Yet nothing is ever 
quite as it seems at a Soviet 
factory. 

Belarus is one of the monop- 
olies which dominate the econ- 
omy. It is the only tractor man- 
ufacturer in Belorussia and it 
has a virtual monopoly in the 
USSR for the class of tractors 
it makes. Although it is self 
financing the state is deeply 
involved in its activities. State 
farms are obliged to buy its 
tractors. In spite of the Soviet 
Union's pi jous production 
of about 600,000 tractors a year, 
the management at Belarus 
estimate demand at twice that 


level. 

This combination of mono- 
polisation and consumer short- 
ages creates an enormous 
obstacle to economic reform, 
Working within the security of 
a sellers market there is no 
competitive pressure on Bela- 
rus to improve efficiency. The 
only pressure comes from the 
state. So although self-financ- 
ing is meant to bring more 
freedom in foreign trade, the 
plant’s exports are limited to 
23 per cent of the 100,000 trac- 
tors it makes a year. 

Belarus is an old fashioned 
manufacturer. Most western 
companies now concentrate on 
excelling at designing and 
assembling manufactured 
goods, concentrating their 
activities on a small of 
core technologies. Belarus 
makes tractors from start to 
finish. In the name of econo- 
mies of scale it undertakes an 
array of activities, which west- 
ern com] would contract 
out. The division of labour 
between enterprises is so 
under developed and ram- 
shackle that Soviet factories 
are usually over-stretched and 
unwieldy. 


There have been some moves 
towards simplifying its com- 
plex web of activities. Its 
engine plant was recently spun 
off to form a separate enter- 
prise, Yet Mr Michael Korin- 
chuk, the chief of the economic 
department, estimates the 
workforce of 25,000 could be 
cut by 30 per cent if the plant 
sub-contracted everything it 
need not do itself. . 

The threat of large scale 
redundancies also limits the 

lant's integration into the 
nternational division of 
labour. It is in discussions with 
Perkins, the engine manufac- 
turer, over a joint venture. 

The management says work- 
ing practices are converging 
with the West. There is meant 
to be complete flexibility 
around the plant. It is aiming 
to create two grades of multi- 
skilled maintenance workers. 
In the past four years produc- 
tion has increased by 18 por 
cent entirely through higher 
productivity. 

Managers admit that in the 
pae three years there have 

n the first signs of labour 
unrest. One manager candidly 
admitted: “With our union set 
up it is relatively easy to 
dampen unrest. Who knows 
what would happen if we had 
an independent union like 
western plants.” 

During a decade in which 
western tractors makers have 
shed thousands of workers, 
employment at Belarus has 
declined by only 600 in the past 
four years. Like most Soviet 
factories there are a lot of 
juc- 


system to allow 24-hour a day 
production. Western automo- 
tive companies are only just 
attempting to introduce round 


PLANAR 


ful if its prices are allowed to 
reniet the true costs of produc- 
ion. 

The enterprise has also been 
hindered because state orders 
and the weakness of its suppli- 
ers has forced it into activities 
it would not normally under- 
take. Thus it has developed 
and produces 10,000 video cam- 
eras and television monitors 
for use on computer controlled 
machine tools. 

The management also 
bemoans the lack of a labour 
market, which is sees as the 
foundation for improving moti- 
vation and quality. Mr Gennadi 
Kushmey, a Planar plant direc- 
tor, estimates the company 
could get rid of between 25-30 
per cent of its workforce. 

Mr Yevgeni Onegin, Planar's 
director said : “Unemployment 
is a bad thing. But we already 
have enormous disguised 
unemployment in this country, 
with people doing jobs which 
do not really exist or people 
who are in jobs but who do not 
want to work.” 

Given these difficulties and 
the extremely weak incentives 
for innovation in the Soviet 
economy, Planar's achieve- 
ments are impressive. Mr Vas- 


sili Zenkovich, the chief engi- 
neer, said: “If we were inte- 
grated into the international 
economic system we could get 
rid of a lot of peripheral activi- 
ties and focus ourselves. But 
our isolation has meant we 
have had to be self sufficient. 
Western companies would find 
it very difficult to produce our 
aces in complete isola- 
ion.” 

Given the inadequacy of 
Soviet computers, the machin- 
ery, about a fifth of it to manu- 
facture semi-conductors, is 
impressive. Planar has devel- 
oped its own pneumatic, linear 
stepping motor which can 
move parts in at least six direc- 
tions. Mr Onegin says only 
Japanese machine tool makers 
manufacture a comparable 
machine. 

The bedrock of Planar's 
innovatory capacity is its 
strong links with local univer- 
sities and its extensive training 
n About 20 per cent 
of the more than 10,000 employ- 
ees are engineers. 

It recruits about 60 gradu- 
ates a year. Most of them will 
nave Wai aeea to the 
enterprise and engaged in prac- 
tical work with it since the 
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The cavernous m- 
bly hall houses what thee 
agement calls its two, fully 
automated, production’ lines. 
Under the old system parts 
were delivered to the lines by 
teams of tractors. With the 
recently automated line they 
arrive through an integrated 
system of conveyor belts, 
although tractors still ply back. 
and forth carrying gear boxes. 
In western plants automation 
is just reaching final trim and 
assembly. At Belarus it is still 


nes their six years at uni- 


The test for Planar is 
whether its ethic of innovation 
and technical prowess can be 
matched by a commercial man- 
agement which is able to focus 
the enterprise's activities so it 


could become a specialist pro- much further upstream. 
ducer in the international mar- Deepening its involvement 
ket. The ment is profes- | in western markets will de 


„The manage! 

sional and determined. It is 
drawing up a six-year corpo- 
rate plan which envisages 


Belarus’ salvation only at the 
cost of its crucifixion. Its inte- 
gration into an international 


sweeping changes. division of labour, to serve 
One of the main uncertain- | international markets, would 
ties facing the enterprise ls the | demand a rationalisation of its 


activities, a new approach to 
marketing, quality and product 
development and thousands of 
redundancies which would 
raise the passions of its work- 
force at the cost of exacerbat- 
ing domestic shortages. 

In those circumstances it is 
easy to see why both workers 
and managers might prefer life 
as an unwieldy monopoly 
locked in the tense but secure 
embrace of its parent ministry. 


Charles Leadbeater 


future structure of its owner- 
ship. The managers want a col- 
lective form of private property 
which would allow the work- 
force to own the plant through 
an employee share ownership 
scheme. 

Yet if Planar is to be success- 
ful there will have to be large 
scale job cuts. It also wants to 
bring in foreign partners 
through joint-ventures. 

Mr Onegin concluded: “We 
have to be integrated into the 
international economy. Serving 
customers must be easier than 
serving ministers.” 


Charles Leadbeater 


OPPORTUNITES IDENTIFIED AND 
GUIDANCE GIVEN FOR YOU TO DO 


An ill-equipped hub 


“INCREASING economic 

efficiency, carrying out the 

planned structural improve- 
social 


1986 Mr Lev Zaikov, CPSU sec- 
retary for the defence industry, 
set the scene for an ambitious 
attempt to overhaul the hub of 
Soviet industry - machine 
tool manufacturing. 

The machine tool industry, 
which employs about 16m 
workers at more than 9,000 
research institutes, design bur- 
eaus and production enter- 
prises, is responsible for more 
than a qane of the country’s 
industrial output. From the 
outset it has been one of the 
main targets of economic 
perestroika. 

When the 12th five year plan 
was released in March 1986 
civil machine tool manufactur- 
ers were faced with a bewil- 
dering array of tasks: a 43 per 
cent increase in production 
over the five years, vastly 
improved product quality, the 
rapid development of more 
sophisticated computer con- 
trolled machinery, and the 
scrapping of its own outdated 
equipment to assimilate a 
surge of investment, 

e entire tool kit of eco- 
nomic reform has been applied 
to the sector: centralised com- 
mands, administrative ration- 
alisation, public exhortation 
and decentralisation of deci- 
sion making to Saep x 

According to the most 
authoritative western study of 
the industry this melee of ends 
and means has generated con- 
siderable momentum for 
change at the price of indus- 
trial mayhem. The study, by 
Andrew and Bonnie Matosich,* 
says: “Machine builders are 
making headway in their 
cfforts to improve productivity, 
reduce waste, produce higher 
quality goods, develop new 
equipment and requip their 
production base.” 

But the study continues: 
“The effect of many of these 
initiatives has been to threaten 
the sector’s stability. By alter- 
o traditional objectives and 
priorities and severing long-es- 
tablished lines of authority and 
communication, the leadership 
has thrown machine building 
into chaos.” 

It all began with the plan's 
stringent targets. The 43 per 
cent increase in output had to 
be achieved with a reduction in 
metal consumption of between 
12 per cent and 18 per cent and 
a 20-30 per cent increase in the 
utilisation of equipment. Half 
the industry’s output had to be 
replaced with new models. 

At the same time it had to 
retool: more than 60 per cent of 
the sector’s own machinery 
was intended to be new by this 
year. Investment in the sector 
was due to rise by 80 per cent 
overall and by 250 per cent in 
plants producing precision 
instrument production. 


By 1988 nearly 1,200 masking 
tool enterprises were 
by the Gospriemka quality con- 
trol system introduced in Janu- 
ary 1987. 

This array of targets was to 
be transmitted through a 
rationalised bureaucracy, 
which reduced the number of 
machine tool ministries from 
11 to eight, including the 
merger of the Ministry of Trac- 
tor and Agricultural Machine 
Building and the Ministry of 
Machine Building for Animal 
Husbandry and Fodder Produc- 
tion and the abolition of the 
Ministry of Machine Building 
for Light and Food Industry 
and Household Appliances. 

This was combined with the 
creation of national ínter- 
branch scientific and technical 
complexes to break down the 
ministerial barriers which 
have hindered innovation. 

This administrative kick 
start was combined with 
decentralisation to enterprises 
In areas of foreign trade, pay 
and retained profits, which 
were meant to create a climate 
for continual modernisation. 

The demands on enterprises 
to increase production, raise 
efficiency and improve quality, 
while pulling down antiquated 


The industry, which 
employs about 16m 
workers, is 
responsible for more 
than a quarter of the 
country’s Industrial 
output. From the 
outset it has been one 
of the main targets of 
economic perestroika 
— — E 


production lines and taking on 
responsibility for foreign trade, 
has thrown the industry into 
turmoil. 

Ministers are still held pub- 
licly accountable for the perfor- 
mance of their ministries while 
being forbidden from directing 
day-to-day operations at enter- 
prises. Enterprise managers 
have had new responsibilities 
placed upon them as they have 
had to cope with deep changes 
in the lines of communication 
and authority above them. 

With the long established 
web of relationships between 
enterprises well and truly dis- 
rupted, and the press com- 
menting on a state of anxiety 
and despair in the industry, 
the leadership In 1988 launched 


a campaign of public criticism. 
Penalties for late deliveries 
and poor quality were instru- 
mental in plunging the sector 
almost Rbs4bn in debt between 
1986 and 1988, making the tran- 
sition to cost accounting that 
much more burdensome. 

Yet the sometimes inconsis- 
tent package of reforms fell 
well short of introducing a 
more competitive market. With 
tight controls on prices still in 
place the monetary rewards for 
innovation and higher effi- 
ciency are still ule com- 
pared with the West. 

State orders, rather than 
consumer preference still dom- 
inate the industry. Stankoim- 
port, which is responsible for 


90 per cent of machine tool 
imports estimates at least two 
thirds of its work still comes 
from state orders. 

The outcome has been some 
improvement in the sector's 
performance. Production has 
risen by 24 per cent and the 
output of computer controlled 
machinery has risen by 37 per 
cent, says Stankoimport. The 
move to self-financing among 
the manufacturing enterprises 
which are the industry's cus- 
tomers has promoted more 
considered, innovative 
approaches to investment. 

But the industry is still a 
long way from catching up 
with the West. Stankoimport 
estimates about 50 per cent of 
machine tools in the USSR are 
still manually controlled and a 
tour round any Soviet factory 
will confirm that some are 
ancient. The modern machin- 
ery suffers from a lack of 
sophisticated computers. Stan- 
koimport officials admit the 
computer numeically con- 
trolled machines they sell 
abroad are relatively simple 
compared with many western 
machines, Mr Mikhail Yegorov, 
Stankoimport’s deputy director 
general, says of the micro-elec- 
tronics in Soviet machine 
tools; “They leave an awful lot 
to be desired.” 

Mr Yevgeni Filatovich, 
recently appointed to the 
newly created post of market- 
ing director, says: “The indus- 
try is still to responding 
to bulk orders from the state 
rather than individual custom- 
ers. Attention to customer 
needs is poor, the product 
range is too limited and quality 
is too low.” 

In the past 18 months the 
leadership’s attention has been 
diverted away from the sector 
by rising consumer shortages. 
Reform may be progressing at 
a slower but more sustainable 
and less disruptive pace. 

This sweeping attempt to 
reform machine building yields 
two conclusions. First, Soviet 
industry is better off than it 
was under Brezhnev. Over the 
next decade machine tool man- 
ufacturers, with the growing 
involvement of western part- 
ners, will provide the rest of 
manufacturing industry with 
more reliable and technologi- 
cally advanced equipment 
which should help to raise pro- 
ductivity. 

Second, the modernisation 
programme will probably fail 
to close the gap with the West 
because it has left industry at 
a half-way house” to 
both ministries and markets, 
pushed by commands and p-. 
led by incentives, — 
to raise profitability with little 

discretion over costs or prices. 

If the industry stays in its 
half-way house it could well 
succumb to a more efficient 
form of the stagnation of the 
1970s. To leave the half-way 
house the reforms will have to 
push the industry further 
towards the market and its 
consumers. 


Charles Leadbeater 
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IF YOU find western accounts 
difficult to read, you had better 
‘draw a long breath before 
attempting to decipher a Soviet 
balance sheet. 

Like so much else in the 
economy, accountancy has 
Leninist foundations. Yet if the 
economic reforms are to be 
successful, Soviet accounting 
will have to be transformed. 

The principles of Soviet 
accounting have to be laid 
down by the planned economy. 
Profit has been less important 
than fulfilment of the plan's 
quantitative targets. Soviet 
enterprise accountants mainly 
satisfy ministries’ demands for 
statistics rather than measur- 
ing the return on investment. 

An accounting system 
designed to provide quantita- 
tive information, for central- 
ised planning, has to become a 
system capable of providing 
financial information, for 
decentralised decisions based 
on e 

What are the problems for- 
eign investors will face with 
Soviet accounts and what are 
the Brospects for accounting 


form’ 

The core of the profit and 
loss account of a Soviet enter- 
prise will be sales, defined as 
cash received, against which 
are set a group of funds which 
record costs. 

When Soviet managers talk 
of profit they usually mean 
“gross profit", that is cash 
received less salaries (the 
wages fund), the cost of materi- 
als and depreciation. This 
“gross profit” often sounds 
impressive but it is a long way 

_ from the final figure. 

Bank interest, which is negli- 
gible, bad debt, losses through 
natural disasters and fines and 
penalties for breach of contract 
then have to be subtracted. 
The contributions to the 
reserve fund, which is designed 
to prevent an enterprise going 
bust, have to be subtracted as 
well as contributions to the 
investment fund. This yields a 
pre-tax profit. 

The Soviet corporate taxa- 
tion system is bewildering. 
Norms for tax rates in different 
branches of industry are set 
centrally but rates for enter- 
prises appear to vary wildly 
according to profitability. 

The post-tax profit is then 
consumed by further funds 
such as the pay bonus fund, 
the social fund, the workers’ 
housing fund and so on. 

There are several aspects of 


the average profit and loss 
account which will present 
problems for foreign compa- 
ni 


Soviet managers complain 
they have only limited freedom 
to transfer money between 
funds. If the electricity fund is 
underspent it is difficult to 
boost another fund for materi- 
als, Thus millions of unused 
roubles are sloshing around in 
enterprise accounts forming a 
large share of repressed infla- 
tion. 

Some of the funds, such as 
the reserve fund which is 
worth 25 per cent of authorised 
capital and the investment 
fund, are obligatory, although 
Joint ventures may this year 
allowed more discretion. Oth- 
ers such as the post-tax social 
welfare fund are discretionary. 
The more post-tax funds an 
enterprise has the lower the 
potential dividend for a foreign 
joint venture partner. 

According to Mr Richard 
Lewis, of Ernst and Young the 
accountants, one of a small 
band of people who understand 


the detalls of both Soviet and 
western accounts, stocks are 
routinely overvalued, They are 
included at the full cost of pro- 
duction including fixed costs 
and administration, rather 
than the direct costs of produc- 


tion. 
Depreciation is also tricky. 


— 


If the economic 
reforms are to be 
successful, Soviet 

accounting will have 
to be transformed 
——— — 
Depreciation in Sovlet 
accounts is a purely ai 
ing exercise. What matters is 
amortisation according to 
norms laid down by Gosplan in 
1974, covering everything from 
buildings to computers, Amor- 
tisation of investment is not 
done by correcting the value of 
fixed assets but usually by a 
transfer of cash to the amorti- 
sation fund. Amortisation rates 
tend to be very low. Once an 
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Charles Leadbeater unravels the bewilderingly complex methog of accounting 
Labyrinthine system in need of rethink | Farmers’ woes 


asset is written off, am 

tion continues to be paid, 
make up for the projected rise 
in the price of a replacement, 

According to Mr Lewis this 
also means that the average 
balance sheet becomes neari 
impenetrable. As amortisation, 
rates are low, fixed assets tend 
to be systematically overya). 
ued. Local enterprises will 
often put a high value on 
equipment foreign managers 
pound regard as next to worth. 
less. 

Intangible assets, which 
have become controversial in 
the UK in the past year, pose 
their own problems in the 
Soviet Union. The Marxist 
labour theory of value, which 
says capital is the Physical 
embodiment of past labour, 
found no place for intangible 
assets such as know-how, 
category of intangible assets 
was only created in May 1988, 

Establishing the initial 
equity base of an enterprise js 
also difficult according to Mr 
Lewis. This poses particular 
problems for joint ventures, 


TAXATION OF CORPORATIONS 


A pile them high policy 


ACCORDING to Mr Vladimir 
Raevsky, deputy minister of 
finance, the taxation of Soviet 
state enterprises can vary 
between 2 per cent and 98 per 
cent of income. The ideological 
explanation for the variation 
in enterprise taxation is the 
Soviet prejudice against both 
failure and success. More 
important, however, is the 
conflict between the individual 
enterprises and branch 
ministries. The ministries are 
determined to keep enterprises 
as their branch plants by 
maintaining control over the 
money an enterprise earns. 
The trick is to pile one 
highly variable and 
discretionary tax upon 
another. One such is the 
“special tax on capital assets”. 
This tax is a substitute for 
interest and dividends in a 
western economy. The 
problem is that the rate of tax 
can vary between 0 per cent 
and 12 per cent of the value 
of the capital employed, 
increasing in steps of two 
percentage points. (While 
capital is taxed in this way, 


land is not, with taxation of 
land a purely local matter.) 

Enterprises also pay Rbs300 
per annum (£300 at the official 
exchange rate) for each 
production worker and Rbs600 
(£600) for each person 
employed in administration. 
One aim of this tax is to 
decrease the top-heavy 
administration of Soviet 
enterprises. 

After payment of taxes on 
capital assets and on 
employees, profits of the 
enterprise are divided between 
the state budget, the branch 
ministry and the enterprise 
itself. Taxation of profits is 
farmed out by the Ministry 
of Finance. It decides what 
each ministry will pay to the 
central budget and the branch 
ministries then determine the 
rates of tax that will cover 
their obligation. 

Officially those rates depend 
on the profitability of each 
enterprise; in practice, the 
ministries decide what each 
enterprise should keep and 


the enterprises, for their „ 


Since enterprises that enjoy 
political influence can defeat 
ministries, smaller enterprises 
are often subject to a higher 
rate of tax than larger ones, 
Enterprises are also lable 
to a tax on transport, toa 
turnover tax, which varies 
for every product and 
enterprise, and to payments 
to the social insurance fund. 
Not even depreciation belongs 
to the enterprise. A part goes 
to the relevant ministry and 
may be refunded at discretion, 
Not surprisingly, this 
concatenation of taxes gives 
huge power to branch 
ministries. Failure to 
introduce a simple, 
non-discretionary system of 
corporate taxation makes the 
idea of “self-financing” a joke. 
Such a reform is now under 
consideration by the Ministry 
of . — wilt a i 
non- onary progressive 
tax on profits as its alm. 
However flawed, the new 
system can hardly fail to be 
better than the present one. 


Martin Wolt 


oint venture starts 

ie ting fixed assets thee, 
Bie investment fund to be 
dobited. But as the venture has 
only just started there will be 


in the fund, 
no money de used 10 ra, 


ner. 

wiet accountants also have 
augneulties dealing with hard 
currency funds, according to 


Mi fard 1725 accounts for 
nt ventures were created 
Jeter May 1988 but without 
dance on how to use them 
Soviet accountants are largely 
clueless,” he says. 

If a foreign partner wants an 
independent accountant to 
examine a joint venture’s 
books that right has to be writ- 
ten into the initlal agreement. 
Independent accountancy is in 
its infancy in the Soviet Union. 
Inaudit, which describes itself 
as the only independent audi- 
tor, is 55 per cent owned by the 
Finance Ministry. 

‘Three factors will determine 
whether Soviet accounting 
develops along lines more com- 
patible with western accounts. 

First, if joint ventures and 
enterprise self financing put 
down deeper roots this will 
force changes in accountancy. 
The accounting principles for 
joint ventures, which are likely 
to be revised this spring, have 
been the product of bargaining 
with the Finance Ministry and 
developing common practices, 
regardless of whether it is offi- 
cially sanctioned. 

Second, accountancy like 
everything else is the subject 
of a political struggle. For 
instance, the arcane issue of 
how to treat stock has split the 
Finance Ministry into two fac- 
tions. One wants to limit west- 
ern style accountancy princi- 
ples to joint ventures, the 
other wants the system 
extended to all Soviet enter- 
prises to hasten full cost 
accounting. 

Third, an infrastructure of 
professional training and busi- 
ness services will have to 
develop before there could be 
independent auditing, and 
without independent auditing 
it will be difficult to introduce 
anything like a capital market 
or joint stock companies. 


INDUSTRY 


AGRICULTURE 


IF ANY single sector is critical 
to the immediate success or 
failure of President Mikhail 
Gorbachev's perestroika, it 
must be agriculture, 

Food shortages have been 
the most acute issue fuelling 
public dissatisfaction, with 
widespread rationing of many 
basic commodities like meat 
and sugar. The huge food 
import bill, to pay for Soviet 
grain, meat and butter pur- 
chases, absorbs desperately 
needed hard currency income 
which might otherwise be used 
for consumer goods imports or 
industrial equipment. 

Not only that. Agriculture is 
also the sector perhaps closest 
to Mr Gorbachev's heart. He 
made his name as a farming 
expert, first in his home region 
of Stavropol, then as the cen- 
tral committee secretary in 
charge back in Moscow. If any- 
body knows the problems, it is 


he. 

It is all the more surprising, 
therefore, that the Soviet 
leader chose his colleague Mr 
Yegor Ligachev as the man to 
sort it out. He has no back- 
ground in agriculture, 
although he has a reputation 
as an efficient administrator. 
More important, he is ideologi- 
cally poles apart from his 
leader. 

At the heart of Mr Gorba- 
chev’s attempts to overhaul 
the farm system is his vision 
that the peasant farmer must 
become “master of his own 
land“, That immediately runs 
into the acutely sensitive ideo- 
logical area of land tenure, on 
which Mr Ligachev is an open 
opponent of anything which 
smacks of private property. 

The result is that the poor 
benighted collective farm 
worker, still known as a peas- 
ant in the Russian language, 
has to face a whole conflicting 
set of political signals in decid- 
ing how to respond to the 
upheaval of economic change. 

At the same time the local 
rural bureaucracy, from the 
Communist Party officials to 
collective farm directors, have 
no incentive to promote 
reforms which would eventu- 
ally put them out of their jobs. 

The Land Law approved by 
the Supreme Soviet at the end 
of February promises a multi- 
plicity of forms of land hold- 
ing, including tenancies, lease- 
hold, co-operative land, and the 
right to bequeath land to one’s 
children — but no right to buy 


and sell land. However, the 
compromise has been furiously 
attacked by radical reformers. 

Mr Ligachev sings a very dif- 
ferent tune, in style if not in 
substance. For him, any 
change in land-holding is sec- 
ondary, and the key issues are 
pumping more money and 
investment into the farms and 
the countryside, applying new 
technologies, building better 
storage facilities, and provid- 
ing more tractors and trucks. 

Meanwhile, Soviet agricul- 
ture continues to stagnate, 
with productivity far below 
international levels. 

In 1989, the only significant 
increase in output was in 
sugar, up 11 per cent in 
response to the acute sugar 
shortage caused by illicit brew- 
ing of alcohol. Meat produc- 
tion, at 12.9m tonnes, was up 
less than one per cent. The 
same was true of butter and 
cheese. As for canned prod- 
ucts, such as fruit and vegeta- 
bles, their output actually fell 
by 3 per cent. 

On the grain front the pic- 
ture was slightly more hopeful, 
although only because grain 
production appears to have sta- 
bilised at an improved level: 
with a harvest approaching 
210m tonnes last year, produc- 
tion has topped 200m tonnes 
for three of the past four years, 
ending years of wild fluctua- 
tion in output. 

However, the harvest is still 
far below the plan target of 
240m tonnes. In spite of the 
sorry record, the State Plan- 
ning Committee has decreed 


Grain production 
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that grain output will rise no 
less than 16 per cent this year, 
Many believe these targets are 
hopelessly optimistic. 

Critics see the whole direc- 
tion of agricultural planning as 
another manifestation of 
deep-seated bureaucratic resis- 
tance to any real farm reform. 

Mr Gorbachev has now 
brought in a real agricultural 
expert into the central commit- 
tee, in the shape of Mr Yegor 
Stroyev, now a full secretary. 
He rejects the wholesale 
destruction of the collective 
farm system: the 13,000 loss- 
makers should not be closed, 
but transformed into co-opera- 
tives and leasehold tenure, he 
says. 

Then he argues that price 
reform is now essential, not 
least because the return on 
grain production, for example, 
is less than half the return on 
grain-fed livestock. The result 
has been a sharp drop in sales 
of grain to the state, to the 
lowest level for 15 years, caus- 
ing havoc to the bread and 
pasta producers. 

Yet at the end of the day, the 
reformers ‘say, no piecemeal 
change will have any signifi- 
cant effect until radical prop- 
erty reform, with the open 
introduction of private prop- 
erty, is allowed. Which all 
comes back to the key ideologi- 
cal question, on which Mr Gor- 
bachev and Mr Ligachev 
appear to be hopelessly 
divided. 


Quentin Peel 


ENERGY 


EVER since Lenin's famous 
dictum that communism 
equalled soviets plus electric- 
ity, energy has assumed an 
exaggerated role in the 


a 
Energy production _—_—_— 


economy. 
It is only now that Soviet 
aer segment ot the polit 
segment . 
ically aware Soviet public, is 
seriously q the role 
of Soviet — 1 production, 
consum] 
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tial scope for energy * tion,” Mr Gennadi Alpa- naive view, containing ele- 
although this would tov, of the oll and gas ments of fear about stripping 
ely to succeed without big division of the State Planning future generations of a vital 
reform that would lift the Commission for the Tyumen resource well as the idea 
cost of energy to more region, “it will be the result of that resources puts 
planned investment decisions.” the Soviet Union in a semi-co- 

In any case, the era of lar- Mr Alpatov says this has not lonial position. 


yet occured for the Tyumen 


Given the political climate, 
region in western Siberia, i. 


however, there is a real possi- 


energy to which produces the majority of bility that parliament wil 
be reaching an end. Soviet Soviet oil output. However, force a limit on pil and gas 
economists oil dis- this s freeze in investment exports long before Soviet 
1 in the region at 1989 levels manufactured goods can com- 

is in crisis or that any implies a gradual decline in pete in export markets. 
ate large drop in output will be output because of the rising A more sophisticated, and 

seen, in spite of last year's fall cost of bringing new fields persuasive, form of the 
in oll production from 624m onstream. ment is AG forth by econo- 
tonnes to 607m tonnes. Moreover the sharpness of mists si as Professor Alex- 
“I don't think we are dimin- the policy debate along ander Arbatov, vice-chairman 
ishing our volume of with rising pressure on the of the committee for produc- 
tion,” ry — Lev W, industry indicates that some tive forces and natural 
head: of economic 2 change is inevita- resources at the Acad- 

ment at the Institute of ble. The idea that wholesale emy of Sciences. 

and Canada Studies. “This is export of raw mai „ such He calculates that the mar- 
the same as the old CIA fore- as oil and gas, is backward and ginal cost of increasing Soviet 
casts, which wrongly pre- undesirable has gained wide. oil output has risen sharply 
dicted the Soviet Union would spread currency in the Soviet since 1985, and will climb by 
be an oil importer by 1985. nion. up to five times in the next 
If we reduce oil produc- This is, to a large extent, a decade. Although true cost cal- 
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„def s on 
much broader reform in the 
beyo! large that goes far 
Indeed Policy. 
U arga Professor Arbatov 
favestm: ani that excessive 
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to 25 Production amount- 
ale other et, cent of GNP, 
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These are stunning figures. 
Yet the alternative to conser. 
i to allow future 
energy investments to take up 
an even larger portion of 
industrial investment, since 
energy Consumption has grown 
faster than economic output. 
This would effectively neuter 
ie S restructure 
consumer $ produce more 


programme is in 
jeopardy, as reactors that are 
ned or under construction 

ve been scrapped. 

Between gas, coal, and water 
resources, there is certainly no 
shortage of primary energy 
sources in the country. Yet t 
calles posed by expansion. on 
culties expansion on 
the scale required to maintain 
the current industrial struc- 
ture is more than enough to 
convince many Soviet econo- 
mists that it is simply not 
worth it, 
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ern Siberia produces more 
1555 6 per cent of the Soviet 
donde oil output of 607m 
onnes, and Surgutneftegas 
(Surgut Oil and Gas) produces 

tonnes, about Im barrels a 
day. 

A map of the area shows a 
concentration of oil and gas 
reservoirs in the immediate 
vicinity of Surgut, becoming 
more sparse as the distance 
from the city increases. Soviet 
geologists believe this repre- 
sents principally the greater 
intensity of exploration efforts 
near Surgut. The 3.5bn barrel 
Feodorovsk field lies on the 
outskirts of the city and is cur- 
rently in a declining phase 
with production aided by gas 
lift and water injection. 

Engineers are now making 
plans to develop the Tianov- 
skoje field, 300km north of the 
city with preliminary recover- 
able reserve estimates of 
nearly LSbn barrels. “This is a 
huge territory and our grand- 
children will still have some 

ce to work,” says Mr Niko- 

j Medvedev, deputy general 
—.— for geology at Surgut- 


Oilfield development in the 
area has been an important 
technological achievement 
because of the severe cold in 
winter and the swampy condi- 
tions that require fields to be 
built on artificial islands. West- 
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act foreign investors to help 


bulld an international airport in the Siberian city of Surgut 


SURGUT 
— 


A message for 
foreign investors 


ern oil companies believe the 
industry is extremely ineffi- 
cient compared with industry 
standard practices in the West, 
and that western technology 
and mangement practices 
could produce more oil and 
reduce costs by a large factor. 

They may soon have a 
chance to prove this should 
joint venture oll projects cur- 
rently under discussion with 
the Ministry of Geology suc- 
ceed. In the meantime, the oil 
industry is adjusting to a new 
era of perestroika, in which 
local authorities have been 


given more autonomy under 
the “self-financing” principle. 
In spite of some cries of 
alarm as change swept through 
the industry last year, Mr Gen- 
nadi Alpatov, head of the oil 
and gas division of the State 
Planning Commission for the 
Tyumen region, denies the 
industry is in any crisis. He 
says investment funds are sta- 
ble and that output is to be 
maintained. à 
Like other enterprises 
throughout the Soviet Union, 
Surgutneftegas is using its new 
independence to find ways of 
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lems have not 
At a meeting of ministers held 
in Surgut in February it was 
decided to allow Surgut to mar- 
ket directly 1m tonnes of oil 
this year. With this oil, Surgut 
will attempt to solve its meat 
supply problem. Precisely how 
this will be accomplished had 
not been decided, but most 
likely Surgut will export the oll 
for hard currency and proceed 
from there. Local officials 
blame a worsening of the meat 
supply situation on the moves 
towards independence by the 
Baltic republics. 

Indeed, in full knowledge of 
the value that local oil and gas 
production holds for the state, 
and its lowly price in the 
Soviet economic system, 
throughout Siberia there is a 
powerful political call for price 
reform coupled with fiscal 
decentralisation that would 
give local authorities control 
over oil revenues. 

Mr Sarukhanov complains 
that even with the current low 
prices for crude oil and elec- 
tricity, Surgut only gets back 
in spending allocations some 
50 per cent of what it remits to 
the central government. Given 
oil's critical role as the princi- 
pal earner of foreign currency, 
this call is likely to be resisted 
to the end. 


Steven Butler 


PETROCHEMICALS INDUSTRY 


Year of big setbacks 


THE PAST year has seen a 
vast scaling back of ex 

tions in the Soviet e 
cals industry, in which a series 
of huge joint venture projects 
have been cancelled or post- 


ned, 

The shelving of projects at 
Uvat, Nizhnevartovsk, Novyi 
and Urengoi, site of the gigan- 
tic natural gas field, was 
announced in mid-1989, while 
the $5bn polypropylene and 
polyethylene project in 
Tenghiz was postponed indefi- 
nitely at the year end. 

The projects were to help 
reduce Soviet dependence on 
imported chemicals, presently 
totalling about $4bn a year, 
and were consistent with cur- 
rent ideas about processing 
raw materials at home. How- 
ever, there has been concern 
about how the projects would 
be paid for. 

There were also worries 
about the environment and 
over whether the plans were 
consistent with a broad shift in 
investment priorities to con- 


sumer goods industries. 

Western involvement in the 
projects is critical because the 
Soviets lack the technology 
that would be needed to cope 
with pressure brought by its 
budding environmental move- 
ment. 

This pressure is a real con- 
cern on the minds of Soviet 


In the past year a 
series of huge joint 
venture projects have 
been cancelled or 
postponed 


— a ea 
officials and could have a big 
impact on future plans. 

The only joint venture proj- 
ect which has definitely sur- 
vived is in Tobolsk, western 
Siberia. Contracts for the proj- 
ect, which will be 15 per cent 
owned by western partners, 
were signed at the end of 
November between Tobolsk 
Petrochemical, under the Min- 
istry of Chemical and Oil 


Refining Industry, and Com- 
and Neste of 

McDermott, of the US, had 
been involved in negotiations 
throughout the project but 
sepa out in the end. Mitsuis 
and Mitsubishi are understood 
to have taken taken interests. 

The Japanese government 
would certainly frown on large 
scale Japanese participation in 
such a project, because of 
Tokyo's outstanding territorial 
dispute with Moscow. 

The first phase of the 
Tobolsk project is to cost $2bn 
and is scheduled for comple- 
tion in 1983. Combustion Engi- 
neering will mange the project, 
while Neste will handle mar- 
keting of the products world- 
wide in order to satisfy hard 
currency obligations. Products 
will include propylene and 
thermoplastic elastomers. 

A second western Siberian 
project at Surgut is still at the 
study and discussion stage, but 
at least has not been cancelled. 
Local authorities in Surgut are 


anxious still to attract more 
partners to the project to 
ensure its viability. 

Neste said it was interested 
in participating and Combus- 
tion Engineering is also 
thought to be involved, but 
final negotiations for a con- 
tract have not yet begun. 

The Tobolsk project will 
result in expansion of an exist- 
ing petrochemicals plant, but 
Surgut is a greenfield site, with 
a processing capacity of 3m 
tonnes a year, to be onstream 
in 1996, and a second phase of 
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further to the west of the city, 
and it remains to be seen 
whether even there it will 
receive final approval. 
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ENERGY 


OIL SECTOR 


Poor transport stalls 
industry's progress 


PERESTROIKA has stuck the 
Soviet oil industry, which last 
year saw output decline from a 
peak sustained for two years at 
624m tonnes to 605m tonnes. 
The industry fell victim to 
many of the broader ills facing 
the Soviet economy, in particu- 
lar transportation breakdowns, 
both on the railroads and in 
the air. This affected the sup- 
ply of oilfield equipment and 
the shipping of oil products. 
The giant refinery at Omsk, 
for example, was forced to shut 
down when its storage tanks 
filled up following troubles on 
the rails and this would have 
affected the oil fields which 
supply it. The industry is also 
facing a continuing uphill 
si just to maintain pro- 
duction as older fields decline. 
This requires rising invest- 
ment just to stay in place. 
However, these difficulties 
need to be kept in perspective. 
Any industry operating at 
capacity is bound to face tem- 
porary difficulties — UK oil 


The pattern of Soviet 
exports is certain to 
change as trade 
among Comecon 
countries moves to a 


hard currency basis 
—— ́. ‚ —é—ͤ— 


production last year fell by 
more than 25 per cent, com. 
pared with about 2.5 per cent 
for the Soviet Union. Domestic 
consumption as well as exports 
absorbed the decline, in about 
equal proportion. 

However, Soviet oil officials 
deny that any big cuts in 
exports will take place this 
year, as is widely expected in 
the West, and say they expect 
exports to stay in the range of 
170m. 180m tonnes. In the first 
months of the year oil deliv- 
eries have been cut to most 
eastern European countries. 

Soviet officials say the cuts 
result from railroad congestion 
and will be made up for with 
extra deliveries later in the 
year. There is none the less a 
suspicion among some observ- 
ers that the Soviets are in real- 
ity diverting exports to the 
West to increase hard currency 


„moil in Azerbaijan, where 60 


Even if this is not true this 
year, the pattern of Soviet 
exports is certain to change as 
trade among Comecon coun- 
tries moves to a hard currency 
basis. It is unclear whether 
this will result in a larger net 
market for Opec or other 
crudes, as some predict. 

It could cause a larger pro- 
portion of Soviet oil to find its 
way to the West. Scope for con- 
servation in all these econo- 
mies is vast, and the volume of 
oil available for export depends 
both on the speed of economic 
growth and the speed with 
which the Soviet Union substi- 
tutes gas for oil burning. 

The actual performance of 
the industry may prone more 
difficult to predict in past 
years because of decentralisa- 
tion to the producing enter- 
prises. They have now been 
given rights to dispose of part 
of their production, and Soyuz- 
nefteexport, the oil export con- 
cern, now handles exports for 
these companies on a fee. for- 
service basis. And, of course, 
output would decline if invest- 
ment is kept level or cut, as is 
under consideration, 

Western oil companies may 
eventually become a source of 
significant investment in the 
Soviet oil industry. While vir- 
tually every large western oil 
company is in discussions with 
the Soviets over exploration 
and production joint ventures, 
a good deal of hard negotia- 
tions lie ahead before any of 
these deals are consumated. 

The Soviet Union offers 
some of the most attractive 
under-explored acreage in the 
world, and western technology 
could give a badly needed 
boost to the industry. The 
potential means that no large 
oil company can afford to stay 
away, but none will want to 
plunge in with big capital com- 
mitments until the many polit- 
ical and other uncertainties are 
cleared away. 

Restructuring of the indus- 
try last year produced com- 
plaints from some senior offi- 
cials that oil production was in 

disarray. However, these com- 
plaints now appear to have 
been premature. In the 
medium term the industry is 
bound to be affected by the tur- 


per cent of the oilfield equip- 
ment industry is located, Offi- 
cials say this will slow the 
development of new fields, 
although the Ministry of Oil 
and Gas is transferring produc- 
tion of some of the equipment 
industry to former military fac- 
tories in central Russia, which 
should eventually make up for 
the shortfall. 

Gas production continued to 
rise, although at 3 per cent this 
is slower than in previous 
years. The Soviets appear 
intent on lifting gas production 
from 796bn cu m last year to 
1,000bn cu m by 2000, and are 
embarking on an ambitious 

rogramme of domestic pipe- 
line construction. However, 
they have adopted a relaxed 
attitude towards growth in 
exports, perhaps because of 
vigorous political opposition to 
the export of raw materials. 

Neither Soyuzgasexport, the 
gas export agency, nor gas 
producing enterprises have 
indicated any intention to take 


The industry fell victim 
to many of the 
broader ills facing the 
economy, In particular 
transportation 


breakdowns 
— — 


advantage of rapidly growing 
demand for gas in Europe, 
although they are aware of the 
trend to use more gas in power 
generation. This could come as 
a shock to western Europe, 
where many analysts believe 
fresh supplies will have to be 
made by the middle of the next 
decade. The time needed for 
new gas projects to materialise 
makes it unlikely the Soviets 
will be the source of this new 
supply. 

The move to hard currency 
trade among Comecon coun- 
tries looks almost certain even- 
tually to reduce the Soviet 
Union's share of sales to east- 
ern Europe, since those coun- 
tries are not locked into 
long-term contracts. Some 
countries have begun negotia- 
tions with Algeria for imports 
on a countertrade basis. 


Steven Butler 


THE SOVIET Union is in the 
throes of an ecological Crisis 
compered “wilt aieh Most 
other glo! lution prob} 

pale into insigr ificance, lems 

Virtually wherever you go 
the country, evidence of enyj. 
ronmental catastrophe is glar. 
ing. From the gleaming white 
sands of Riga Strand on the 
Baltic Sea, where bathing is 
banned because of chemical 
waste and raw sewage, to the 
lower reaches of the Volga 
river, where the sturgeon are 
floating belly-up in shoals 
before they can spawn their 
precious caviar, the contamina. 
tion affects every form of life, 

The huge Aral Sea, once the 
world’s fourth largest inland 
water, has effectively ceased to 
exist. It is now two shrunken, 
salt-poisoned pools in the des- 
ert, thanks to the effects of 
massive and thoughtless irriga. 
tion schemes. 

The last fish died around 
1983, local officials say. Child 
mortality around its shores is 
as high as one in 10 because of 
poisoned drinking water from 
uncontrolled use of pesticides 
on the region’s mono-culture 
cotton crop. 

In the words of an official 
report from the Supreme 
Soviet last November, its res- 
cue is “virtually beyond the 
control of man.” If rescue is 
possible, it could easily cost 
Rbs60bn, Soviet ecologists 
believe. 

In the republic of Belorussia, 
one quarter of all the arable 
land has been destroyed by the 
fall-out from the Chernobyl 
disaster — contaminated with 
Caesium 137, which will last 
for decades to come. 

Even in Siberia, where man 
is only an occasional visitor, 
the extent of the destruction is 
already horrifying. The oil and 
gas industries have laid waste 
some 6m hectares of the fragile 
Yamal peninsula, taking with 
it most of the survival hopes of 
the indigenous population. In 
another example, an estimated 
770 sq m of forest around the 
nickel works at Monchegorsk, 
in the remote Kola peninsula, 
have been destroyed by sul- 
phur emissions. 

The ecological crisis is not 
only wreaking a terrible envi- 
ronmental and health toll on 
the Soviet population. It repre- 
sents arguably one of the big- 
gest political challenges to the 
ruling Communist Party. It 
amounts to a crippling eco- 
nomic burden on an economy 
already in dire straits. And 
almost certainly it represents 
an international calamity 
which will require a global 
solution. 

“The most serious problem is 
in fact the economic system,” 
says academician Mr Alexei 


'ashed up: The huge Aral Sea, once the 
has effectively ceased to exist, thanks to the 
and thoughtless Irrigation schemes 


world’s fourth largest 


ENVIRONMENT 


Rescuing the 
poisoned earth 


Yablokov, the marine biologist 
who has fought for years to 
make his own government 
aware of the crisis. “That’s the 
main cause of our ecological 
and environmental disaster.“ 
All the decision-making 
comes from the centre — from 


whatever the price. Their aim 
is not human happiness, but 
more production.” 

To stop the deterioration in 
the environment, Mr Yablokov 
said, “we need to change the 
mind of the government. That 
is practically impossible. It 


The ecological crisis is not only wreaking 
a terrible environmental and health toll on 
the Soviet population. It represents arguably 
one of the biggest political challenges to the 
ruling Communist Party 


the government, the minis- 
tries, and the Communist 
Party, he said. “The central 
committee (of the party) 
decides what sort of factory is 
built where. 

“All the ministries are full of 
people with the old thinking — 
more and more production, 


may be easier to change the 
government.” 

The popular reaction to 
years of arrogant government 
disregard for the environmen- 
tal, consequences of crash 
industrialisation and agricul- 
tural mega-projects has been to 
call a virtual halt to all new 


investment schemes. Seven 
nuclear power stations have 
now been al loned in mid- 
construction in the USSR post- 
Chernobyl — more than any- 
where else in Europe. 

At least 100 factories have 
been stopped for ecological rea- 
sons, including the huge natu- 
ral gas processing plant in 
Astrak! ~ the cause of the 
sturgeon kills on the Volga. 

The absence of any trusted 
institution offering a 
involvement in the planning 

rocess has meant a switch 

rom ignoring local sensitivi- 
ties, to subserviently following 
them. 

The Green movement has 
developed rapidly across the 
country. Environmental issues 
have been second only to food 
shortages as an issue in the 
latest election campaign 
causing the demise of a string 
of top regional party leaders in 
areas like Tyumen (the big oil- 
producing region of Siberia). A 
Green party already exists in 
each of the Baltic republics. 
Greens were founders of the 
nationalist movements in 
Estonia, Latvia and Lithuania. 
Mr Yablokov believes it would 
rapidly pick up 4m-6m mem- 
bers across the country (the 
Communist Party has 20m, 
with all its monopoly of 
power). 

Mr Nikolai Vorontsov, chair- 
man of the State Environment 
Protection Committee, needs 
the Greens to fight the bureau- 
crats. He has the distinction of 
being the only non-communist 
in the top ranks of the govern- 
ment, and a minister who had 
to be bullied and cajoled into 
accepting his position. 

“We haven't had a case in 
our history where a minister 
has been sacked for polluting 
the environment,” he says. 
“There are plenty who have 
been dismissed for not fulfill- 
ing the Plan. The Plan does not 
require them to use clean 
equipment.” 

He believes that the techno- 
crats are still more powerful 
than the Greens, and agrees 
that the Plan itself has been 
“an environmental monster.” 
A lifelong environmental cam- 
paigner, Mr Vorontsov says he 
regards “with horror” the full 
extent of the problems he has 
to deal with. 

“I am responsible for one- 
sixth of the earth's surface, 
polluted and non-polluted.” He 
stands in front of a huge map 
on his office wall, and spells 
out the greatest disaster areas 
from the top: 

@ chronic overfishing in the 

Barents Sea; 

m man-made pollution of the 

Baltic Sea and Gulf of Finland, 

to which all the Baltic state 

contribute; 
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m the radiation contamination 
in Belorussia; 

m industrial pollution in the 
Eastern Ukraine, combining 
the worst effects of coal-mining 
and the whole complex of iron, 
steel, chemical and metallurgy 
industries; 

m destruction of the Azov Sea, 
through salinity, overfishing, 
and industrial pollution; 

u the death of the Black Sea, 70 
per cent caused by pollution 
from the Danube, with a “dead 
water” layer at the bottom of 
the sea which is now only 70m 
from the surface; 

m the loss of the Aral Sea; 

m massive industrial pollution 
around all the big cities of the 
Urals; 

chemical and metallurgical 
pollution in the Kuzbas coal- 
field of Western Siberia; 

m destruction of the fragile 
Arctic eco-systems in the 
Yamal peninsula and else- 
where. 

He could have mentioned 
easily a dozen more. 

The Supreme Soviet, brow- 
beaten not least by Mr Yablo- 
kov, approved last December 
the first steps of an environ- 
mental action plan. 

It includes a ban on state 
funding for projects without 
ecological clearance from Mr 
Vorontsov’s committee, new 
legislation for crisis areas, and 
increased fines for polluters. 

Yet the scale of the task is 
truly daunting. On current 
trends, the situation will con- 
tinue to deteriorate until 2000. 
To stabilise it in the next two 
to three years, and then begin 
to repair the damage, would 
cost between Rbs230bn and 
Rbs350bn, Mr Yablokov 
believes. He does not know 
where the money can come 
from. 

Perhaps even more of a chal- 
lenge is the need for a com- 
plete change in psychology 
about the environment. 

“Communist ideology puts 
man at the centre of the uni- 
verse,” Mr Vorontsov says. 

“Everything is done for the 
sake of man. But we forgot the 
part of the biosphere. Its 
resources are limited. We must 
change that anthropocentric 
thinking for biospheric think- 

ing. It needs a complete change 
in vision. It is a psychological 
switch comparable to the 
trauma of changing from Pto- 
lemy’s view of the universe, to 
that of Copernicus.” 


Quentin Peel 


EVERY MORNING, Tolik 
awakes to the piercing sound 
of a recurring nightmare. In 
his dream, he pictures the 
famous battleship, Aurora, 
turning listlessly on the water 
to aim its enormous cannon on 
the Winter Palace in a scene 
familiar to every Soviet viewer 
from the pseudo-documentaries 
of their childhood. 

Tolik’s Aurora is different. 
With no warning, it explodes 
in his skull, filling his mind 
with shrapnel and waking him 
from his dream. 

He rises slowly, opening first 
one eye and fumbling with an 
ageing reel-to-reel tape-re- 
corder as he threads a tape to 
break the silence in his room. 
When he presses the button, no 
music comes out. Instead, it is 
the voice of a radio announcer 
informing listeners that “yes- 
terday, after a short illness, 
Comrade Joseph Vissarionov- 
ich Stalin left this life.” 

Tolik dresses quietly and lis- 
tens to the famous announce- 
ment of Stalin's death. It is a 
ritual, we learn later, which he 
repeats every morning. 

This is the opening scene of 
Sergei Soloyev's Black Rose, 
Red Rose (1990), a Soviet film 


“WHEN families are happy 
they are alike. When families 
are unhappy they are unhappy 
after their own fashion.” Mr 
Arthur Verkamov, executive 
secretary of the board of the 
USSR Union of Film Makers 
quotes the opening lines of 
Anna Karenina to sum up the 
state of his industry. 
Perestroika has not been 
accompanied by a flowering of 
Soviet film making. While soci- 
ety's political imagination is 
being unlocked, film has not 
unlocked its cultural horizons. 
Instead there has been a 
flood of documentary films 
focusing on previously closed 
areas of Soviet society, drugs, 
alcoholism, corruption in the 
Communist Party, the role of 
. the mafia and prostitution. 
Mr Yerkamov, an expert on 
early Soviet cinema says: “Rev- 
* olution is a very difficult time 
for art. If you examine the 
October Revolution, good art 
only started to appear in the 
1920s after the revolution was 
consolidated.” 
_ Yet the confusion of revolu- 
tionary times is only one expla- 
nation for the lack of dyna- 
mism. The other is that 
institutions and habits of Sta- 


CINEMA 


3 rites 
Film makers are still obsessed With the past. Paul W nfrey 


A mystery w 


released last month but it 
might as well serve as a meta- 
phor for Soviet cinema in the 
age of perestroika. 

After a brilliant beginning, 
film makers have got bogged 
down in the themes of the past, 
unable to find their footing 
among the new-found freedoms 
of perestroika. The result is an 
anomaly: now that censors 
have given film makers the 
right to say what they want, 
film makers are finding that in 
many ways they were more 
comfortable when they had 
something to fight. 

Many people date the begin- 
ning of perestroika to the 
release of Tengiz Abuladze's 
Repentance (1987), a dark surre- 
alist parody of the small-town 
dictator who resembles Stalin's 
henchman, Lavrenti Beria. 

The humour is pointed and 
only loosely disguises the 
film’s very serious purpose: an 
attempt to come to terms with 
pain and guilt left over from 
Stalin’s times. 

Vassili Pikul’s Little Vera 
(1988) drew huge crowds when 
rumour circulated that the film 
contained explicit sex (then a 
Soviet first). Many went home 
disappointed — unaware that 


the sexual offerings were 11 55 
gre and the aas message 
tally depressing. * 

Still, in spite of much andl 
ence disappointment, criti 85 
hailed Pikul’s work as one he 
the best Soviet films of t 
past decade — a haunt! nk 
vision 55 the i o! 
modern Soviet life. a 

In spite of its Soviet origin. 
Latvian Juris Podnigekes 8 
It Easy To Be Young? (1987), u 
stirring documentary about tl 15 
anger and alienation of youth, 
remains one of the finest docu- 
mentaries about young peo 
ple’s problems made anywhere. 

These were good films but 
they appeared almost three 
years ago and perestroika has 
yet to top them. More recently, 
Soviet cinema has deteriorate 
into a hackneyed series o 
cliches unable to hold the 
attention of their audience. 

Moscow critics have begun 
wondering out loud why peres- 
troika can generate such got 
journalism and impassioned 
polemics could create such 
mediocre art. 

What sensations there have 
been — like the release of Abu- 
ladze's Repentance and the 
publication of Anatoli Ryba- 
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Charles Leadbeater on the cinema industry 


Lack of dynamism 


linism were deeply ingrained 
within the industry, from the 
way Goskino, the state film 
committee, selected films to 
the way directors conceived 
them. It will take a long time 
to rid the industry of them 

That is the goal of a far 
reaching restructuring plan 
drawn up by the union. Under 
the old system Goskino used to 
select which films to make, vet 
the screenplay, chose the act- 
ors, calculate the budget, 
appoint the crew and then 
oversee the film’s eventual 
screening. 

The plan, which was called 
for by the 5th Congress of Film 
Makers in 1986, is a case study 
of the bureaucratic opposition 
to reform. After a lengthy 
struggle with Goskino, leading 
film makers met Mr Nikolai 
Ryzhkov, the Prime Minister, 
in May last year to present 
their plan in the presence of all 
the relevant ministers. The 


Prime Minister called for the 
final plan to be presented by 
the ministries a month later. 

Under the new system, 
which is being formally intro- 
duced this year, the union will 
take responsibility for super- 
vising the industry. Goskino is 
intended to take a subordinate 
role. All the USSR’s 39 studios 
will be given freedom to chose 
which films they will make 
and who to employ on them. 

One of the most important 
aspects of the plan is to create 
a labour market for creative 
staff. Technical staff like engi- 
neers and administrators will 
be full time employees of the 
studios. But creative staff like 
camermen and actors who 
used to be full time employees 
of studios will in future be 
employed on contracts for the 
duration of the film’s produc- 
tion. Their salaries will be 
195 to the film's profitabil- 
ity. 


naccording to the union, 
there is considerable scope for 
financial disaster in the indus- 
try. Mr Yerkamov says: “Some 
studios must go bankrupt.” 
Indeed, some of the 10 separate 
studios created at Mosfilms are 
already technically bankrupt, 
according to the union. 

This move towards self-fin- 
ancing among studios is only 
the first stage. Last month the 
union set up an association of 
independent co-operative film 
makers to act as an innova- 
tory, competitive force. 

Mr Ryzhkov is considering a 
union proposal that all studios 
should become co-operatives 
by 1994, when the last rem- 
nants of the old system should 
be completely eliminated. 

But this transformation in 
production is unlikely to trans- 
form the industry unless there 
are complimentary moves 
ong distributors and cinema 
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There have been tentative 
Moves towards a freer distribu- 
tion market. Last year the 
unions and the state commit- 
tee organised a series of film 
auctions at which distributors 
bid for new films. Prices 
ranged from Rbs12 per copy to 
more than Rbs12,000. 

“We discovered for the first 
time that there were lots of 
films that no one really wanted 
to watch and which did not 
even cover the costs of their 
production,” said Mr Yerka- 
mov. 

The auctions also uncovered 
another threat to plans for a 
more open market: distributors 
had started organising them- 
selves into groups to act as 
monopolists. 

The union has identified 
another dilemma familiar to 
broadcasters and film makers 
in the West. Without having 
got anywhere near creating a 
free market it is already wor- 
ried by creeping commercialis- 
ation. 

“To operate in the interna- 
tional market we have to make 
popular commercial films. But 
if we let commercialisation 
take over that will be the end 
of cinema,” says Mr Yerkamov 


FINANCIAL TIME: 


BUSINESS GUIDE 


Test of 


DOING business in Moscow 
reminds one of the 19th cen- 
tury recipe for game stew 
which starts with the sound 
advice: “First catch your 
hare...” 

In the case of the foreign 
businessman who has decided 
to tackle the Soviet market, a 
similar approach is appropri- 
ate. It is a question of putting 
aside sophisticated marketing 
techniques and equipping 
yourself psychologically for 
solving some basic problems, 

The key question is how to 
begin to set up meetings with 
Soviet foreign trade organisa- 
tions, ministries and other pos- 
sible future business partners. 
It is not such a silly question 
as it sounds. 

There are two main obsta- 
cles and it helps to be aware of 
them at the very outset: first, 
central switchboard systems 
are unknown in the Soviet 
Union, so everyone has a sepa- 
rate telephone number. But if 
someone is not at his or her 
desk for a day, or two or more, 
then the telephone will not be 
answered, as many employees 
do not seem to have secre- 
tarles. Do not pin your hopes 
on a number which does not 
answer — look for alternative 
contact numbers in the same 
organisation. 

Incidentally, the same is true 
of hotel rooms: you will have a 
direct phone number, whereas 
the hotel switchboard cannot 
be relied on to take messages 
or pass on calls (with the hon- 
ourable exception of the new- 
ly-renovated Savoy Hotel). So if 
you expect anyone to contact 
you during your stay, give 
them your direct number — 
and be prepared for calls after 
midnight. 

Second, there are no tele- 
phone directories as we know 
them. The closest you will 
come is an invaluable publica- 
tion called Information 
Moscow, available at some 
Intourist desks, at Collets 
bookshop in London, at the 
Soviet-Swiss joint venture 
Sadko in Moscow or direct 
from the publisher. 

The best way to save time 
and frustration is to find Rus- 
sian speakers to set up 
appointments and meetings for 
you. Many of the international 
chambers of commerce based 
in Moscow provide such a ser- 
vice and can give very useful 
advice and contacts. 

If you can, follow the exam- 


nerves 


ple of the more experienced 
international businessmen who 
base themselves at the World 
Trade Centre, the concrete 
complex built by Dr Armand 
Hammer on the banks of the 
Moscow River, diagonally 
opposite the Ukraine Hotel, 
Many of the chambers of com- 
merce, international airline 
offices and Vneshekonombank, 
the Soviet Bank for Foreign 
Economic Relations, are there. 

On the second level at the 
top of the escalators is the Ser- 
vice Bureau which will send 
your telexes and fax messages, 
and make international calls. 
Thereby hangs another tale. 
Outgoing international calls 
from Moscow are charged at 
between three and five times 
the rate you would pay to call 
Moscow from the West from an 
automatic telephone. On regu- 
lar Soviet phones you may 
have to wait six hours or more 
for an operator-booked call. 

The so-called dollarisation of 
the Soviet Union has gathered 
pace over the past year or so. 
Foreign visitors can find many 
more services than they used 
to, but almost all payable in 
foreign exchange. Even though 
visitors can now benefit from a 
much more favourable 
exchange rate for their cash 
10 times the official rate 
there is very little they can 
spend their roubles on. Having 
such a favourable legal 
exchange rate reduces any 
residual temptation you may 
feel to use the black market 
unwise at the best of times. 

If you do find yourself with a 
surplus, then one possibility is 
to get your Soviet partner to 
book a table or hire a car on 
your behalf. Then it should be 
possible to pay in roubles. 

The choice of restaurants is 
improving all the time, 
although many now insist on 
payment in hard currency. Do 
not give in willingly — a com- 
promise is to pay for the food 
in roubles, and the drink in 
dollars. Try U Pirosmani for 
Georgian food, U Yuzefa, a 
Jewish co-operative, Kropot- 
kinskaya 36 - the first co-oper- 
ative cafe in Moscow - or Gla- 
zour, for an upmarket meal. 

If none of those take your 
fancy, you can always queue at 
McDonalds in Pushkin Square. 
You can get a Big Mac in about 
one hour. 

Ubiquitous black Volga cars 
can be hired in all the interna- 
tional hotels — at around 
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seven ‘hard roubles’ per hour. 
They are good value and an 
excellent way of reducing the 
stress of a busy schedule. 

If you are not a Russian 
speaker it is wise always to 
check before a meeting 
whether your Soviet partners. 
speak your language ~ the 
onus will invariably be on you 
to provide an interpreter. Book 
through your hotel in advance 
and expect to pay around 70 
‘hard roubles’ a day, but do not 
hesitate to ask their help for 
making appointments, book- 
ings and enquiries! 

Of course the most impor- 
tant item is your visa, which 
officially now only takes 48 
hours from receipt of the writ- 
ten invitation from your Soviet 
partner. Getting the invitation 
is what takes the time. How- 
ever, it is now possible for a 
businessman to come as a tour- 
ist in order to find a suitable 
partner. 

With the upsurge in interna- 
tional interest in perestroika, 
accommodation is at a pre- 
mium in Moscow. Several new 
hotels are planned, but they 
will not be built until the rush 
is over. As a result, room 
prices for foreigners have 
soared, and you may have to 
pay at least $200 for a room 
which anywhere else would 
cost half. 

Hotel bookings can be made 
through a limited number of 
organisations: in London, 
Intourist, Thomas Cook or 
Barry Martin Travel, a com- 
pany which specialises in busi- 
ness travel to the USSR. If you 
still have no luck, then try Air- 
tours, the only joint venture 
travel agent in Moscow, which 
can find rooms in hotels not 
normally open to foreigners. 

Travel within the country 
will- have to be arranged 
through Intourist, not one of 
the world’s great travel agents. 
Nor is Aeroflot, in spite of 
some recent efforts, one of the 
world's most accommodating 
airlines. 

Useful telephone numbers: 
USSR Chamber of Commerce: 
923 4323 
British-Soviet Chamber of 
Commerce: 253 2554 
Information Moscow: 135-1164 
Zhilcoop: 262-9330/975-3486 
Airtours: 457-6678/6778 
(telex: 411935) 


Quentin Peel and 
Bobby Meyer 


